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May 18, 1998

TO THE MEMBERS OF THE 1997 GENERAL ASSEMBLY
(REGULAR SESSTON 1ee8):

The Joint kgislative Health Care Oversight Committee herewith submits to
you for your consideration its report pursuant to G.S. 120-70.111(b).

Respectfully submitted,

Co'chairs
Joint Legislative Health Care Oversight Committee
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STATUTORY CHARGE

The Joint Legislative Health Care Oversight Committee was eetablished by

Section 22.L of S.L. 1997-443 (S352) as Article 12M of Chapter 120 of the General

Statutes, to "review, on a continuing basis, the provision of health care and health care

coverage...inordertomake...recommendationstotheGeneralAssembly...[and

tol . . . study the delivery availability and cost of health care in North Carolina" and

related matters. A copy of the statute is found in Exhibit A.

The Committee consists of fourteen members of the General Assembly, seven

members of the Senate appointed. by the President Pro Tempore of the Senate and

seven members of the House of Representative appointed by the Speaker of the House.

Each of the appointing authorities designates one of the appointees to serve a co-chair.

The Committee is co-chaired by Senator Anthony E. Rand and Representative Lanier

M. Cansler. A complete list of members is found on page 2.
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COMITIITTEE PROCEEDINGS

During the 1997-98 fiecal year, the Committee met six times prior to reporting

to the 1998 Session: January 13, 1998, February 10, 1998, March 10, 1998, May 7,

1998. The Committee met a final time on May 18, 1998 to fi.nalize its recommendations

and approve its report.

An orientation session was held for all members at the January 13, 1998

meeting. Information was provided on the study topics and issues referred to the

Committee for study by the Legislative Research Commission and an overview of the

health-related bills pending for consideration in the 1998 Session. During the next

several meetings the Committee's d.eliberations focused on the following: 1) the

Governor's proposal for expanding health coverage for uninsured children in response to the

enactment of the State Children's Health Insurance Program (SCHIP) under Title )OO of the

Social Security Act; 2) the futtre impact of managed care in North Carolina; 3) proposed

amendments to the Pharmacy Practice Act; 4) Senate 8il1 866, Prescription

Drugs/Competition); 5) proposed legislation to clariff how health information should be

handled to ensure that the privacy of the information is properly protected; 6) proposed

legislation to license provider sponsored organizations to contract with Medicare to provide

health care services to Medicare beneficiaries enrolled in a recently established Medicare

managed care progfttm called MedicarefChoice program; 7) and the legal and practical

concerns of health care providers related to the implementation of the recently enacted law

creating a method for an individual to exercise a right to consent to or refuse to consent to

mental health treatnent. Detailed information on the last five (3-7) issues is found under

SECTION I . F'INDINGS AND RECOMMEI\IDATIONS. SECTION II
LEGISLATM PROPOSALS and

ENDORSEMENTS.

SECTION III LEGISLATIVE





SUBCOM]VIITTEE PROCEEDINGS

Pharmacy Issues Subcommittee:

Membership

Representative Jim Crawford, Chairman
Representative Edd Nye
Representative Thomas Wright
Senator Jim Forrester
Senator Wib Gulley
Senator Beverly Perdue

Scope Of Study:

The Pharmacy Issues Subcommittee was appointed by the Co-Chairmen of the Joint
Legislative Health Care Oversight Committee on February 10, 1998. The subcommittee
was directed to study the proposed amendments to the Pharmacy Practice Act and Senate

Bill 866, Third Edition, concerning managed care, prescription drug reimbursements and
market competition in the retail drug industy. The subcommittee was asked to report
any legislative recommendations to the full Commiffee prior to the beginning of the 1998
General Session.

Recommendation:

The subcommittee met five times and recommends to the Joint Legislative Health Care
Oversight Committee the following legislation.

AI\t ACT TO AMEND TIIE PIIARMACY PRACTICE ACT, for intoduction to the
1998 General Session. (See SECTION II - LEGISLATM PROPOSAL #1).

SB 866, THIRD EDITION. (See SECTION III).

Further details on the activities of the Pharmacy Issues Subcommittee are found in
EXIIIBIT B, Pharnacy Issues Subcommittee Final Report.





SUBCOMMITTEE PROCEEDINGS, CONT.

Health Care Information Privac.v Subcommittee:

Membershio:

Senator Wib Gulley, Chairman
Senator Leslie Winner
Senator Fletcher Hartsell
Representative Ed Nye
Representative Theresa Esposito
Representative Joanne Bowie

Scope ofStudy:

The Health Care Information Privacy Subcommittee was appointed by the Co-Chairs of
the Joint Legislative Health Care Oversight Committee on February 10, 1998 and was
directed to study emerging issues related to the integrity and privacy of health
information. The Subcommittee was asked to report its findings concerning the
adequacy of North Carolina law to protect the privacy of health information and any
legislative recorlmendation for the 1998 General Session.

Recommendation:

The subcommittee recommends AItt ACT TO PROTECT TIIE PRfVACY OF
IIEALTII INT'ORMATION, for introduction to the 1998 General Session. (See

sEcTroN rr, LEGISLATM PROPOSAL #2).

Further details on the activities of the Health Care Information Privacy Subcommittee are
found in EXHIBIT C, Health Care Information Privacy Subcommittee Final Report.
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Find.ins s ond. Recommendations # I
Aunuoupnrs ro urn Psanuacv Pnegucn Acr

Background: The Pharmacy Practice Act has not been revieed since 1983 and portions of the

Act do not adequately reflect today's professional pharmacy practice. The Committee was nrged

to consider several proposed amendments to the Act amending several of the proposals that

woulcl have expanded the scope of the Board's legal authority and the scope of pharmaceutical

practice so dramatically that they did not have the full support ofother health care providers.

Finding: The Committee frnds that the Pharmacy Practice Act should be qmended on tl
incremental basis and that due to the limited duration of the 1998 General Session (Short

Session), legislative recommendations for consideration during the Short Session should have a

broad base of support from the parties affected by the legislation.

RecommendatioB: The Committee recommends the following legislative changes to the

Pharmacy Practice Act: (See SECTION II - LEGISLATITfE PROPOSAL #1)

r The composition of the five pharmaciet members of the Board of Pharmacy should be amended

to include two pharmaciets who practice in a chain community pharmacy setting, two who

practice in an independent pharmacy setting and one who practices in a health care facility

setting.

o A definition of "pharmacy technician" should be included in the Pharmacy Practice Act.

r Pharnacy permit holders should be statutorily obligated to provide sufficient technology,

automation and personnel in their pharmacy.

o The ratio of pharmacists to pharmacy technicians in any given pharmacy shall be no more than

one to three unless the Board approves a larger ratio at a specific location.

o Businesses locat€d outside the State that ship or mail medical equipment or devices into thig

State should be required to obtain the appropriate permit from the Board of Pharmacy.

o In the event of a declared disaster or emergency, the Board should be authorized to waive the

requirements that it is held to under the Practice Act in order to facilitate the delivery of drugs

and devices to the public.

o The Board should have the authority to discipline a licensee even though that person resides in

another state.

o The Practice Act should include a provision authorizing the Board to adopt rules to govern the

electronic transmission of prescriptions .
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Findinps and Recommendations #2

Hnnr,ur Cann IrronuatroN Pnrvacy

BackEround: Health information is personal and eensitive information which, if inaccurately

collected, documented, or improperly used or released, may cause signifrcant harm to a patient's

interests in privacy and health care. Benefits of electronic health information include:

l. Facilitating timely, authorized communications of more complete health information

that is now available through paper-based systems;

2. Improving the accuracy, integrif, and security of health information;

3. Providing access to medical knowledge basee;

4. Enhancing ef6ciencies of health care; and

5. Facilitating health care research and health care quality improvement.

Findine: Health care organizations in North Carolina increasingly are utilizing computers and

networks to improve patient care and to lower the cost of providing care, yet the full benefit of
such technologT has yet to be achieved. And, with more and more seneitive patient information

being stored in computers and exchanged over networks, it is imperative that the law is clear on

the rules for protecting the patient's reasonable expectation of privary in the use of the patient's

health information. Consistent with the need to protect privacy, it is also imperative that
barriers be e'liminated to the use of modern health information systeme. However, because of
outdated and inadequate lawe in North Carolina, patients and caregivers do not know what

their rights and obligations are with respect to health information and; therefore, both are at

substantial risk with unknown ooDsequences. Legislation should be enacted that will clarify

how computerized health information should be collected, ueed, stored, and disclosed.

Becommendation: The Committee recommends that legislation ehould be enacted that will
enswe that health information is: 1) secure, private, accurate, and reliable; 2) properly diedoeed

or modified; and 3) accessible only to those with a legitimate need for the information. (See

sEcTroN rr - LEGISLATM pnOpOSAL #2).

Find,inps and. Reeommend.otions # 3
Aovaxcnp lNsrnucrroNs Fon MnNrer, Hpar,tH TnnnnvrnNT

Background: SB 757, "An Act to Establish Advanced Instruction for Mental Health

Tleatment," was enacted during the 1997 Session of the General Assembly. The Act recognized
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as a matter of public policy that an individual's right to control hie or her medical care, and to

have that right exercised on behalf of the in<livirtual by an agent chosen by the individual,

applies to decieions related to mental health treatment. The Act also created an additional, Don-

exclusive method for an individual to exerciee the right to consent to or refuge mental health

treatment when the individual lacks euffrcient understanding or capacity to make or

communicate meutal health treatment decieions.

Finding: The Committee finds that health care providers and others have identifred significant

legal, public policy, and practical concerns related to implementing Advanced Instructions for

Mental Health Treatment under the provisions of SB 757 as enacted. These interested parties

are concerned that the process established by SB 767 is flawed and ae a reeult of those flawe,

may not be implemented effectively to aceomplish the legitimate public po[cy objectives of the

Act.

Recommendation: The Committee recommends that the law related to Advanced Instructions

for Mental Health Treatment should be amended to ctari$' the process by which decieions related

to mental health treatment for legally incompetent patients are made by persons with the legal

authority to act for the patient and that those decisions reflect inetructions by the patient about

his or her mental hedth treatment. (See SECTION II LEGISI"ATI\IE PBOPOSE #S).

Find.ins ond, Reegnmend,otion #4

PROVIDER.SPONSORED ORGANIZATION MEDICARE LICENSING

BackErounsl: Provider eponsored organizations @SOs) are health care delivery networks owned

or controlled and operated by providers. Their businees is contracting to deliver health care

senrices to licensed health plans, self-insured employers, and other group purchasere. Such

systems, also refened to as integrated delivery systems, are most commonly formed by

physicians and hospitals and can provide an anay of health care services to patients under a

variety of payment mechaniems, including risk-sharing arrangements through contracts with

HMOs. A few States have passed laws specifically recognizing these types of entities.

Until the enactment of the Balanced BudgetAct of 1997 (BBA), PSOs were elieible to participate

in the Medicare program only if they met the requiremente for a risk contract under eection 18?6

of the Social Security Act. Under section f876O) of the Act and implementing regulations at 42

CFR Part 417, Medicare contracting prepaid health plans must be licensed by the State. The

Social Security Act now explicitly provides an exception to this requirement for PSOs. PSO are
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the only organization eligible to participate in Medicare+Choice prog$m without State liceneure.

However, for the most part, a PSO plan is required to meet the same requirements ag other

coordinated care plans that participate in the program. An organization interested in entering

into a contract with Medicare as a PSO must firet apply to its State for liceneure as a risk.

bearing entity. Only a PSO that is denied licensure by the State based on any of the following

three criteria may obtain a waiver from HCFA in order to be certified to contract with Medicare:

r The State failed to complete action on a licensing application within 90 days.
o The State denied the licensing application baeed on discriminatory treatment.
o The State denied the licensing application based on the organization's failure to meet

solvency requirements, and there is a difference between the State's solvency
requirements and the Federal solvency requirements.

PSOs that receive a federal waiver must meet Medicare solvency standards, but are still subject

to State consumer protection and quality assurance standards.

Following either State licensure or approval of a federal waiver, the organization then applies to

the Health Care Financing Administration that adminieters Medicare, (HCFA), to participate in
the Medicare+Choice program as a PSO. HCFA will review the application first to determine

whether the organization meets the federal PSO definition and related requirements. HCFA will
then will determine whether the organization meets the general Medicare+Choice requirements,

including solvency standards. State-licensed PSOs must meet the eolvency standards as

required by their State, aot the Medicare PSO eolvency standards.. However, the proposed

legislation incorporates the federal solvency etandatds.

Finding: The Committee finds that provider sponeored organizatione are benefisial to North

Carolina citizens who are Medicare beneficiaries and should be encouraged, subject to

appropriate federal and State regulation.

Recomnrendation: The Committee reconmende that the legislation be enacted to license

provider sponsored organizations to contract with the Health Care Financing Administration to

provide health care servicee to Medicare+Choice benefrciaries. (See SECTION II
LEGISI,ATI\TE PROPOSAL #4.).
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Findine ond, Recommendation #5

SENATE BILL 866 (88p. EprTrON) PRESCRTPnON DRUc/COMpETrrlON

Background:

The kgislative Research Commission authorized the Joint Legislative Health Care Oversight

Committee to study issues related to prescription drug competition in the interim period between

the 1997 and 1998 Regular Seesions. [Sec.2.7, S.L. 4S3 (SB 32)]. As authorized, the Committee

conducted a thorough study of Senate Bill 866 (3'a Edition), "Prescription Drugs/Competition."

SB 866 passed 3'd reading in the Senate on April 30, 1997, and was refened to the House

Insurance subcommitt€e on Health on May 27, L997. It is currently pending in that committee.

Fiqding:

The Joint Legislative Health Care Oversight Committee carefully considered the impact SB 866

is expected to have on the financial stability of independent pharmaciee, health care costs,

prescription drug market competition, managed care and the public's health. The Committee

heard from health care providers, payers, consumers, retail pharmacists and other interested

parbies. As a result of its review, the Committee frnds that the legislation is will have a

beneficial affect on the financial viability of independent pharmacies.

Recomrrrendation:

The Committee requests that the Houee Insurance Committee on Hedth, where the bill
curently is pending consider SrvinC SB 866 (Third Edition) a favorable report during the 1998

Regular Session. ( See SECTION fV, ENDORSEMENTS).
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l
LEGI SLATIVE PROPO SAL # 1

/J'I ACT TO ATIEND THE PHARIUIACY ACT, AS RECOMMENDED BY THE JOINT
LEGISLATIW HEALTH CARE OWRSIGHT COMMISSION..

Short Title: Amend Pharmacy Practice Act

Statute(s) Affected: G.S. 90-85.6 Board of Pharmacy; creation; membership;
qualifi cation of members

G.S. 90-85.7 Board of Pharmacy; selection; vacancies;
commission; per-diem; removal
G.S. 90-85.15A Pharmacy technician (new selection)
G.S. 90-85.21 Pharmacy permit
G.S. 90-85.22 Device and medical equipment permits
G.S. 90-85.25 Disasters and emergencies
G.S. 90-85. 38 Disciplinarv authoriW

Agency Affected: Board of Pharmacy

Interested Parties: NC Pharmacy Association; Pharmacists, Pharmacy permit
holders; and Unlicensed pharmacy personnel.

Explanation of Proposal: The Pharmacy Practice Act has not been amended since
L982. The proposed legislation will bring various provisions
of the Act up to d.ate to reflect cunent pharmacy practices
in North Carolina.

Appropriations and Fees: No.

Effective Date: October 1, 1998.
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GENERAL ASSEMBLY OF NORTH CAROLINA

sEssIoN 1997

HOUSE DRH6372 -LFZ006F;(3. 1 0)

Short Title: Amend Pharmacv Practice Act. (Public)

Sponsors:

Referred to:

at
2
3
4
5
6
7
8
9

i0
11

72
13

14
15
76
77

18
79
20
21
22
23
24
25

A BILL TO BE ENTMLED
AN ACT TO AMEND THE PHARN4ACY PRACTICE ACT, AS

RECOMMENDED BY THE JOINT LEGISLATN'E IIEALTH CARE
O\'ERSIGHT COMMIS SION.

The General Assembly of North Carolina enacts:
Section 1. G.S. 90-85.6 reads as rewritren:

"$ 90-85.6. Board of Pharmacy; creation; membership; q4alifisation of mernbers.
(a) Creation. -- The responsibility for enforcing the provisions of this {fiisle and

the laws pertaining to the distribution and use of drugs is vested in the Board. The
Board shall adopt reasonable rules for the performaace of its duties. The Board shall
have all of the duties, powers and authorities specifically granted by and necessary for
the enforcement sf this Article, as well as any other duties, powers and autborities
that may be granted from time to time by other appropriate statutes. The Board may
establish a program for the purpose of aiding in the recovery and rehabilitation of
pharmacists who have become addicted to controlled substances or alcohol, and the
Board may use money collected as fees to fund such a program.

(b) MembershiP. - The Board shall consist of six members, one of whom shall be
a representative of the public, and the remainflsl of whom shal be pharmacists.

(c) Qualifications. -- The public member of the Board shall not be a health care
provider or the spouse
program to prepare him

of a health care provider. He shall not be enrolled in a
to be a health care provider.





GENERAL ASSEMBLY OF NORTH CAROLINA sEssroN r.997

1 appoinlgrent aLd while serving as Board members. Of the five pharmacist members.
2 two shallJtractice in a chain communit)'pharmacy settin& two others shall practice in
3 an independent colqmunity pharngacy setting. and one other shall practice in a health
4 care facility seffing."
5
6

7

8
I

10
11

72
13
74

Section 2. G.S. 90-85.7(a) reads as rewrinen:
"$ 90-85.7. Board of Pharmacy; selection; vacancies; commission; term; per diem;
removal.

(a) The Board of Pharmacy shall consist of six persons. Five of the members shall
be Iicensed as pharmacists vtithin this State and shall be elected and comnissioned by
the Governor as hereinafter provided. Pharmacist members shall be chosen in an
election held as hereinafter provided in whLich every person licensed to practice
pharmacy in North Carolina and residing in North Carolina shall be entitled to vote.

eeographic lgcation. Each pharmacist member of said Board shall be elected for a
term of five years and until his successor shall be elected and shall qualify. Members
chosen by election uader this section shall be elected upon &e e4piration of the
respective terms of the members of the present Board of Pharmacy. No pharmacist
shall be lsminsfgd for membership on said Board, or shall be elected to membership
on said Board, unless, at the time of such nomination, and at the time of sucl
election, he is licensed to practice pharmacy in North Carolina. In case of death,
resiguation or removal from the State of any pharmacist member of said Board, the
pharmacists members of the Board shall elect in his place a pharmacist who meets
the criteria set forth in subsection (c) of G.S. 9&85.6 a:od in this section 1s fill &s
une4pired term.

One member of tbe Board shall be a person who is not a pharmacist and who
rePresents the interest of the public at large. The Governor shall appoint this
member.

All Board nembers serving on Juae€e;{98'} October 1. 1998. shall be eligible to
complete their respective tenns. At tbe time of expiration of the first terrn endins

serve more thaa two complete consecutive five-year terms. The Govemor may
remove any member appointed by him fs1 good cause shown and may appoint
persons to fill unapired terms of members appoilted by him.

It shall be the duty of a member of the Board of Pharmacy, within 10 days after
receipt of notification of his appointment il1fl ssmmission, to appear before the clerk
of the superior court of the county in which he resides and take and subscribe an
oath to properly and faitbfully discharge the duties of his office accordirg to law."

Section 3. Article 4 of Chapter 90 is amended by adding a new section
to read:

I)
16
17

18
79
20
27
22
23
24
25
26
1i
28
29
30
31
32
33
34
35
36
37
38
39
40
47
42
43
44

90-85.6. No member appointed or elected to a terrn on or after July 1, 1989, th"X

Page 2 House DRH6372
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1rt
2 A pharmacg technician is a person designated and supervised by the pharmacist to
3 assist in the nondiscretionary functions involved in dispensing a prescription. A
4 pharmacl' techdcian must be registered with the Board of Pharmacy. Administrative
5 support personnel and cashiers are not tecbnicians."
6 Section 4. G.S. 9G'85.21(a) reads as rewritten:
7 "(a) In accordance with Board regulations, each pharmacy in North Carolina shall
8 annually register with the Board on a form provided by the Board. The application
9 shall ident$ the pharmacist-manager of ttre pharmacy and all pharrnacist personnel

10 and pharmacy technicians employed in the pharmacy. All pharmacist-managers shall
11 notify the Board of any change in pharmacist personnel rpithin 30 days of such
L2 charg9."
13
74
15

76
77

18

19
20
27
22
23
24
25
26
,1
28
29
30
31

32
33
34
35
36
37
38
39
40
47
42
43

Section 5.

in any manner. devices or medical equipment to the user of the equipment in this
State shdl comply urith the provisions of this section and G.S. 90-85.24. and mles
adopted by the Board governing tlese locations. unless compliance would result in

l@"
Section 6. G.S. 9G'85.25 reads as rewritten:

"$ 9&E525. p*nstcrueeoi+s; Disastens and eurereencies.

emergenc.v. the Board may waive the requirements of this Article in order to facilitate
the delivery of drugs and devices to the public.

&) The pharrracist in charge of a pharmacy shall report within 10 days to the
Board any disaster, accident, theft, or emergency which may affect the strength,
purity, or labeling of drugs and devices in ttre pharmacy."

Section 7. G.S. 90-85.38(a) reads as rewrinen:
"(a) The Board DBy, in accordance with Chapter 1508 of the General Statutes,

issue a letter of reprimand or suspend, restrict, revoke, or refuse to grant or renew a
license to practice pharmacy, or require licensees to successfully complete remedial
education if the }ieensee licensee. whether currently residing in this State or not. trxs;

(1) Made false representations or withheld material information in
connection vdth securing a license or permit;

(2) P9"" found guilfy of or plead guilty or nolo contendere ro any
felony in connection with the practice of pharmacy or tnl
distribution of drugs;

(3) Indulged in the use of drugs to an extent that rende6 him unfit to
practice pharmacy;

(4) Made false representations in connection with the practice of
pharmacy that endanger or are likeiy to endanger tbe health or
safety of the public, or that defraud any person;

G.S. 9tr85.22 is amended by adding a nev/ subsection to read:

House DRH6372 Page 3
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1

2

J
4

5
6

7

8

9
10
11

72
13
1A

15

(5) A physical or mental disability that renders him unfit to practice
pharmacy cdth reasonable skill, competence and safety to the
public;

(6) Failed to comply vdth the laws governing the practice of pharmacy
and the distribution of drugs;

(7) Failed to comply wi& the rules and regulations of the Board;
(8) Engaged in, or aided and abetted an individual to engage in, the

practice of pharmacy without a license; or
(9) Was negligent in the practice of pharmacy."
section 8. G.s. 10G734.7 is am.ended by adding a new subsecrion to

read:
l, lJ

Section 9. This act becomes effective October 1, 199g.

Page 4 House DRH6372





Section By Section Summary
Amcnd Pharmecy Practice Act

DRH6372-LFZ-0068(3. l 0)

Bill Section Summery of Provisions Page &
Line #

I Amends G.S. 90-85.6 the statute creating the Board of Pharmacy. The bill changes the
composition ofthe five pharmacist members ofthe Board to specifr that 2 must be employees in a
chain pharmacy; 2 must be emptoyed in an independent pharmacy and one must be ernployed in a
heath care facility.

Page 2,
lines l-4.

) Amends G.S. 90-85.7 relating to the election of the Board members by making conforming
changes to reflect the proposed change in Board make-up.

Page2,
lines 13-14,
23,and29-
35 and page

3, lines 2-5.

3. Adds a new section to the Act to define a 'pharmacy technician" as a person designated to assist
the pharmacist in the nondiscretionary functions involved in filling prescriptions.

Page 3,
lines 2-5.

5. Amends G.S. 90-85.22, the statute that requires any NC dispenser dispenses pharmaceutical
devises or delivers medical equipment to users to obtain a permit from the Board. The bilt
expands the Board's jurisdiction by requiring dispensers located OUTSIDE the State to also obtain
a permit from the Board, and pay the required fees.

Page 3,
lines l,f-19.

6. Adds a new subsection to G.S. 90-85.25 to authorize the Board to waive its rules in order to
facilitate the delivery of drugs and devices to the public when a disaster or state of emergency has
been declared.

Page 4,
lines22-25

7. Amends G.S. 90-8538(a), by authorizing the Board to discipline a licensee whether or not that
licensee resides in North Carolina.

Page 4, line
33

8. Amends G.S. f0G134.1, (requiring certain drugs to be dispensed only pursuant to a prescription)
by requiring prescriptions transmitted electronically without legal sigratures, to be dispensed only
in accordance to rules adopted jointly by the Board of Pharmacy and the Medical Board.

Page 5,
lines l2-14









LEGI S LATIVE PROPA SAL #2

AN ACT TO PROTECT THE PRIVACY OF HEALTH
RECOMMENDED BY THE JOINT LEGISLATIW HEALTH
COMMITTEE

INFORJTTATION, 4S
CANE OWNSIGHT

Short Title: Health Care Information Privacv

Statute(s) Affected: Adds a new Chapter 132A to the General Statutes.

AgencyAffected: Department of Health and Human Senrices, and the
Department of Insurance, licensing bodies and other state
agencies that are custodians of identifring health
information.

Interested Parties: Health care providers, state agencies, academic medical
centers, payers, consumers, integrated health care delivery
systems, IIIVIOs, lawyers, patient advocates,
pharmaceutical and research organizations, and licensing
bodies.

Explanation of Proposal: The legislation:

r Establishes rules for when a person'B confidential
health information may be disclosed and to whon;

. Defines rules for security to protect confi.dentiality
while information is stored and when it is disclosed to
others;

o Articulates certain rights of patients, including the
right to view health information and to suggest
corrections or emendments to that information;
Requires secure conputerized systems that control
access and provide audit trails; and
Integrates state requirements for information systems
with those at the federal level.

Fiscal Impact: The proposed legislation does not include a state appropriation or
fee. Anticipated costs include those necessary for education and
training of staff, and any modification of existing storage and
retrieval systems to comply with security and tracking standard.s.
Cost savings are expected due largely to the sdminigfmtriys
efEciencies of computerized systems over paper systems.

TT-2





Effective Date: July 1, 1999, except that the provisions pertaining to (1)
subpoenas, search warrants, requests for discovery and court orders; (2) establishment
of a master person index; (3) repeal of the "quill pen rule"; and (4) electronic signatures
provisions become effective when the act becomes law.

A copy of the proposed.Iegislotion ond section-by-section explonotion
begin on the nes;t page.
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CAROLINA

Short Title: Health Care fnformation Privacy. ( Public )

Sponsors:

Referred to:

A BILL TO BE ENTITLED
AN ACT TO PROTECT THE PRIVACY OT HEALTH INFORMATION, AS

RECOMMENDED BY THE JOINT TEGISLATIVE HEALTH CARE OVERSIGHT
COMMITTEE.

The General Assembly of North Carolina enacts:
Section 1. The General Statutes are amended by adding a

new Chapter to read:
"9.@-

"Health Infognation Privacv Act.
"ARTICLE ]-.

"Leqislative FindiLql and Def inilions .

"g 132A:1-1. Leqislative findinqs.
(a) The General assemblv finds that health information_is

personal and sengitive inf ormation which' iL inaccu$telv
collected, documented, or improperly used or _released mav cause
siqnificagt harm to a patient's interests in privacv and health
care. Benefits of electronic health information include:

( 1 ) Facilitatins timelv, authorized communications of
rnore conplete health informatign that is noq
ayailable throuqh paper-based svstemsi

(2L Improvinq the accuracv, ilteqritv, and securitv of
health information;

(3) Providinq access to medicgl knowledqe bases;
IAI Enhancinq efficiencies of health care; jrnd
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llj tracilitatinq hearth care research and health caregualitv improvement.
The General Assembly finds that it is in h ic

tointerest to establish leqislative Iicies and idelines
ensure that health information is:

( 1 ) Secure, private, accurate, and reliable;
(21 Properly disclosed or modified; and
lLl- Accessible onlv to those with a reqitimate need for
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Certain s of information h as informati
HfV infectionrjlps, mental health, or substance are so
hiqhlv sensitive that more strict requirements for disclosure are
needed.
"S 132A-1-2. Definitions.

As used in this Chapter, unless the context otherwise reguires:
( 1) 'Audit' means an assessment, communication

evaluation, analvsis determination, investiqation,
or prosecution of a custodian, provider, or
facilitv, to identify, determine, evaluate, or
monitor practices, services, or products concerninq
the applicabilitv of, compliance with or
availabilitv of:
a. Leqal, fiscal, qualitv assuranie, gualitv

control, risk management, utilization review,
medical, professional or scientific standards
or practices, or aspects of performance or
potential liability relatinq to:
1. The deliverv of or payment for present or

future health care, health care services,
health care products, or health care
eguipment;

2. Health care fraud or fraudulent claims
reqardinq health care, health care
services or eguipment, or related
activities and i_tems;

3. Securitv of health information; and
4. Coordination of or planninq for present

or future services amonq providers or
facilities;

b. Requirements for and oversiqht of Iicensinq
and professional discipline, accreditation,
credentialinq, or certification, includinq
peer review; or

the information.

Page 2 98-LEz-0108(3.11)
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1 ( 5 ) FacilitatiJq health care research and health care
2 qqlrlitv improvement.
3 (bl fhe ceneral assembly finds that lt is in the public
4 interest to_eslablish lgqislative pollcies and quidelines to
5 ensure that hgal'Lh jnf grrnation is:
6 (1) Secure, private, accurate, and reliabfe;
7 (21 Properlv disclosed or modified; and
8 ( 3 ) accessible onlv to those wilh a le-qitimate need for
9 the information.

10 (c) Cergain tvpes of information, such as infor4lrtion about
11 HIV infegtion, AIDS, mental health, or substance aluse' are -so
12 hiqhlv sensitive that more strict requirements _for disclosure are
13 needed.
L4 "g 132A-1-2. Definitions.
L5 As used in this Chapterr_unless the contgxt otherwise requires:
15 l-ll , Audit' means an assessment, communic-ation
L7 evaluation, analvsis detsrmination, investiqation'
18 or prosecutign of a cuslodian, provider, or
19 facilitv, -to identifv, detergtine' evaluate' or
20 monitor practices, services, or-pro{ucts concerniSg
2L the applicabilitv of, comnliq$ce with or
22 availabilitv of:
23 a. Leqal, fiscalr- qualitv assu*rnce, oualitv
24 control, risk manaqemelrt, utilization revi€w,
25 nedical rJr_ro3essional or Scientilic standards
26 or practices, or lrspects 9f ps:rf ormance or
27 potential liabilitv Selatinq tsr:
28 1. The deliverv of or-pavment for present or
29 future Eea1th care, health care services,
30 health care products, or trealth care
31 equipment;
32 2. Health care fraud or fraudulent claims
3 3 resardinq h-ealtb care, health care
34 sew-ices or - equiPment'
35
36
37
38
39
40
4L
42
43

activities and items;
1.- Securitv of health- information;-an{
4. Coordination of or planninq for present

or future services qlLono providers or
facilities;

b. Reguirernents for an9 oversiqht gf licensinq
and professional discipline, aqcreditation'
credentiglinq, or ceJtification, inclgdinq
peer revigw; or

Page 2 98-LFz-0108( 3.11 )
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c. Future health care services or health care
products provided bv the cqgtodian' -Provider'
or facilitv to, or case manaqemqgt related to,
a oatient currentlv or previouslv served 

-bvthe custodian' provider, or facilitv.
tZL 'Custodian' means anv person operatigg in a

business, professional, or qovernmenlgl capacitv
that collects, creates, receives, obtains,
maintains, uses, analvzgs, or transmits identifvinq
health information, includinq a colleqe, emplover,
facilitv, pglgr, health oversiqht aqency, health
researcher, penal i-nstitution, provider, public
health authority, schoof- State aqencv, third-partv
administrator, oL universitv.

l-l_t 'Directory inf ormation' _ means the f ollowinq
info{sation concerninq a patient who is an
inpatient or outpatient or who is currentlv
receivinq emerqencv health care ig a health care
facilitv:
a. The presence of the patient at thejacilitv,

includinq room, bed number, or telephone
number;

b. Date of admission; and
c. The patient's health statrls whether

'critical', 'poor', 'faig', _] qood',
'excellent', or a term ggnoting- a similar
condition.

l_{_t 'Electronic ' means electrical, diqita}, maqnetic,
optical, electromaqnetic, or othel form - of
technoloqv that_ entails capabilities siqll1ar to
these technoloqies.

(5) 'Electronic agent' means a computer prosram or
other electronic or automated means used, sglected,
or proqrammed bv a person to initiate or respond to
electronic recordE- or performances in whole or in
part without review bv an individual.

l_g_t 'Electronic record' means a recgl:d cregted, stored,
qenerated, received or communicated U electronic
means such as computer eguipment or proqrams'
el,ectronic data interchanqe, electronic voice mail,
facsimile, telex- telecopyinq, scanninq, and
similar technoloqies.

(7 | 'Electronic siqnatures' means any siqnatures in
electronic form, attached to or loqicallv

98-LFz-0108(3.11) Page 3
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pssociated with an electronic record, executed or
adopted bv a person or the person's electronic
aqent with an intent to siqn the electronic record.

lgL 'Facilitv' means anv place where health care is
reqularlv provided by a provider.

l-9.I 'Health care' means:
a. Preventive, diaqnostic, therapeutic,

rehabilitative, maintenance, investiqational,
experimental, cosmetic, reconstructive, or
palliative care, includinq assistance with
disease or svmptom manaqement and maintenance,
counselino, service, Iaboratorv test, or
procedure:
1. With respect to the phvsical or mental

condition of a patienti or
2. Affectinq the structure or function of

the human bodv or anv part of the human
body includinq the bankinq of blood,
sperm, ova, orqans, or anv other tissue.

b. Any sale or dispensinq of a druq, device,
durable or disposable qoods or eguipment, or
other health care related item to a patient,
or for the use of a patient pursuant to a
prescription, a purpose specified in a. of
this subdivision.

(10) 'Health information' means anv data, information,
or orders, includinq advance directives, documents
qrantinq anatomical qifts, bioloqical samples from
the human bodv from which information can be drawn,
films, videotapes, consent forms, qenetic
seguences, diqitized images, sound recordinqs, and
demoqraphic information recorded or stored in anv
form that:
a. Relates to a specific patient's past, present,

or future health care or condition, includinq
the patient's individual ceLls and their
components or persona] and familv medical
historvi

b. Was created or obtained by a custodian in
connection with health care diaqnosis,
treatment, screeninq, counselinq, intake, or
discharqe of a patient or related to the
application for, or enrol-lment of, a patient

Page 4 98-LFz-0108( 3.11 )
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assogiated with an electronic- record, exect{Led or
adopted bv a person or the person's electroryLc
aqent with an intent to siqn the qlectronic record.

Lg.I 'Facilitv'means anv place where health care is
reqularlv provided bv aJrovider.

(91 'Health care' means:
a. Preventive, diaqnostic, theraoeutic,

rehabilitatille, maintenance, investiqational'
experimental, cosmetic, reconstructiver or
palliative care- includinq -assistance with
d!;eagg: or sJmptom manaqement and maintenance,
counselinq, servige, Iaboratorv test' or
procedure:
1. 9{ith respeg-t to the phvsical or nental

condition of a patient; or
2, Affectinq the structure or function of

the human bodv or anv part of the Eman
body ingludinq the banki+g of blood'
ffi;;;ilorqans ot arr@.

b. Anv sale or dispensinq of Ldruq' device,
durable or disposable qoods or equipment' or
other health care related item to a patient,
or f or the use of a-patiegt pursuant to a
prescriptign, a purpose specified in a. of
this subdivision.

( 10 ) 'Hearlth inf ormation' means anv data, information,
or orders, includinq advance directives' documentg
qrantinq anatomical qifts,-bioloqical samples from
the human bodv from which information can be drawn,
f ilms, videotapes r co4sent f orms, Jenetic
seguences, diqitized imaqesr-sound recordinqs, and
demoqraphic information recorded or gtored-in anv
form that:
a' Refdt€s to a specific patient's past' present'

or future health care or condition, includinq
the patient's individual cells and theil
components or pglsonal and f amrl.Iv medical
history;

b. Was created or obtained bv a custollian in
connection with health care diaqnosis,
treatmgqt, screeninqr-counseli4g, intake, or
discharqe of a patient or related to the
application for, oL enrollment -cf, a pgtient
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in a-reimbursement plan, or for insurance usei
or

c. Was obtainqd bv or frym a proYider' facilitv,
a patie+-t, a member of the Latient's f,amilv,
or anv other person about a patient and in
connection with a pqtient's health carg-

(1!) 'Health oversiqht aqencv' means a publlc aqencv or
other person that receives a disclosure of, uses,
maintains, or discloses health inlormation while
acting in the capacity of a rson authorized
law or recoqnized bv a qovernment- aqencv to perform
or oversee the performancs of an audit.

(L2l 'Health research' -mea3s scientific, -actuarial,survev, or statistical research based upon heglth
infornation, 

- 
includinq clLnical - investiqations

qoverned bv the - Code of Federal RequlaEions'
Chapter I qlF Title 21. Health research does not
include disclosuEsr of health information for
purposes of orovidinq health care, peer 

- revjS:w,
audit functions, or reportinq to State and fedeEal
authorities.

(U) 'rdentifvins health information' means a collection
of health information -that- includes -the name,
address, social securitv nu$ber, uniqqg-idqgtifier
established bv State-or federal law, likenesses gr
other inf orrnation wltch res*i-lv identif ies a
patient's personal identitv, -could be -used or
rnanipulated to identifv a patielt bv foreseeable
method with re_asonable accuragv and speed' or could
be linked or matghed bv a foreseeabl-g method to anv
other information in order to identifv a patient.
Identifvinq health information inchldes inforrnation
stqrted !n a nlaster Le-rson index authoriged bv G.S.
132A-3-s. Health information shall not be
considered identifvinq- health inforrnation solelv
based on the inclusion in a collection of health
information of a code assiqn€ to a patient bv 3
custodian if lhat code does not consist of or
contain svmbols that could be used to readilv
ideltif v a patient with reasonable q-ccuracv and
speed from sources external to the custodian'

(L4) 'Identifvinq provider information' means- the
coLlection of health inforrnalion that-includes the
name, address, socia! securitv number, 

-me-dical
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biLlinq number, emplover identification number,
likenesses, or other information bv which the
identitv of a health care provider can readilv be
determined with reasonable accuracv and speed, or
could be linked or matched bv a foreseeable method
to anv other information in order to identify a
provider. The term does not include a unique
identification code assiqned to a provider by a
custodian and used and disclosed onlv internallv to
the custodian if that code does not consist of or
contain symbols that could be used to identifv
readilv a health care provider with reasonable
accuracv and speed from sources external to the
custodian.

(15) 'Master person index, means an index indicatinq the
existence and oeneral location of medical records
of patients held by a custodian to facilitate the
request for the information under circumstances
permitted bv this Chapter.

(16 ) 'Medical record' means identifyinq health
information which is maintained in a health
information collection, storaqe, and retrieval
system of the custodian in the usual course of
health care in accordance with applicabLe standards
of practice.

( 17 ) 'Patient' means an individual who is reguestinq,
receives, or has received health care, or another
person leqally empowered to authorize the
disclosure of a patient's identifvinq health
information to the extent necessarv to effect the
terms or purposes of the individual's qrant of
authoritv.

( 18 ) 'Paver' means a person actinq in a business
capacitv who undertakes to furnish health
insurance, disabilitv insurance, life insurance,
workers' compensation insurance, or otherwise to
pav for all or some of health care services
rendered to the patient.

( 19 I 'Person' means an individual, qovernment,
qovernmenta] subdivision, aqencv or authoritv,
association, corporation, firm, limited Iiabilitv
companv, partnership, society, estate, trust, -ioint
venture, or any other leqal entitv.
'Provider' means:

Page 6

(20)
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billinq number, emplover identification nunber'
likenesses, or other- inf orrnation bY which the-
identitv of a health care provider can readilv be
determined with reasoneble-Lgcuracv and speed' or
could be linked or rnatched bv a foreseeable nethod
to any other iqformation in order to identifv a
provjder. The terrn does 4gt include a unique
identificjrtion code assioned to a provider bv a
custodian and used and disclosed onlv internallv to
the custodian if that code does not consist of or
contain svmbols that could be- used to identifv
readilv a health care provider with reasonable

nds from s external to
custodian.

(15) 'Master person index'means-an index indicatinq the
existence and qeneral location of medical records
of patients held bv a custodian Jo facilitate the
request f or _the infomation _under -circumstancespermitted bI this chapter.

(15t 'Medical record' means identifvinq health
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information which is maintained in health
inf ormation qoIlecLion, stgraqe., and retrieval
svstem of the custodian in the usual course of
health care in accordance-with ailllicable standards
of practice.

( Ul *Patient' means an individual who is reouestinq'
receives, or 4ers received health care, or-gnother
person IeqaIIv empowejed to autEorize the
disclosure oJ a patlent's identifvinq health
information to-the extent necessarv to effect the
terms or purposes of the individual's qragt of
authoritv.

( 18 ) 'Paver' means a pgEgon actinq in a businesg
capacitv who undertakes to furnish health
insuragce, _ disabilitv insura3ce, Iile iLsurancgt
workelr'- compensatlon insurance, or otherwise to
pav f or aLI or sorne of health care qgrvices
rendered to the Patient.

( 19 | 'Person' means an- individual, qovernment,
qovernmental 

- 
sub{.ivision, aqencv or authoritv,

association, corporation, firm, limited Liabilitv
companv, partnership, societv, estate, trust, ioint
venture, or anv other Ieqal entj-tv-

Page 6
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a. A person licensed, certified, reqistered, or
otherwisg authorized bv State or federal law.
to provide heallh -cqre in the qlqineEI-SogrEg
of business or practice of profession;

b. A State or federal proqram that directlJ
provi*qsi_hea_Ith care ; or

c. L_ student traininq _to provide health care
actinq gnder the supervision of a provider
described in a. of thii subdivision.

(2Ll 'Sjgn' means the execution or adoptiog of -gsignature bv a person or the person's electronic
agent.

,'ARTICLE 2.
"Patient Interests,

"$ 132A-2-1. Patielrt's examination and copvinq of healtb
information.

(a) Upon a written request frsrm a patlent to exgnine or copv
Lhe patient's medical record, a custodijrn who is a provider or
facilitv shall; within a reasonable time of the receipt of the
reqgest, at the custodian's option, make the patient's medical
record avgilable for examination 4urrinq reqular business hours or
provide a copv to the patient.

(b)_ Lf , in the professional iudqrnent of the provider, it woul4
be iniurious to the megtal or phvsical he-grlth of the patient whg
is the subiect of the health informgtion or j! violation of the
provjder's prof essional ethical gesponsib_ilities to disclose
(pursuant to_subsection (a) of this section) certain islentifvinq
health information to the patient; the Pl:ovider is qgt required
to provide the information to the patient, bt|9 sha]I upon written
request of the patient disclose the inlormation to another
provider desiqnated bv the patient.

(c) A patient shall not have a riqht of access to -bealthinformation compiled and Lsed bv a custodian solelv for purposes
of audit, peer review, or other administrative functions, to
information protected bv an evi-dentiarv_ privileqe of a person
other than the patient, or informatioL_collected about the
patient f or or durinq a cljnical trial rynitored bv an
institutional review board when such trial is not completg.
"S 132A-2-2. Beguest for amendment.

(a) A patient or provider treat_inq a patient may request that
a facilitv or provider amend identifvinq health information in a
patient's medical reLors! maintained bv the provider or Lacilitv.(b) Upon a reguest for an amendment, the custodian shall
eilhqlamend the medical reqord or inform the patient or provider
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in writin of the reasons for refusal amend the medical
record. custodian refuses to ame record
patient or provider shall be entitled to add a statement about
the disaqreement to the disputed identifyinq health infonnation.

(c) When anendinq a nedical record, the custodian shall add
the amendinq inforrnation to the patient's identifvino health
information without affectinq the oriqinal information.
"S L32A-2-3. Eealth infornation confidentialitv; public records.(a) A custodian shalL rnaintai4- 4s confidential, identifvinq
health inf tion. Disclosures of tifvin
information mav be made onlv as authorized bv this chapter.

(b) Unless otherwise provided bv Fhis section or bv other 1aw.
identifvinq hearth information is not a pubric record.

{cl No recipient of identifvinq health information shall use
or redisclose identifvinq health information except for the
DurDose and authoritv under which the disclosure was made, or as
otherwise authorized in this Chapter.

(d) A custodian's emnlovees, aqents, and contractors sha}I be
subiect to this chapter to the same extent as the custodian.

No rson shall" u-se hqalth inf ormation that is not
identifvinq health information for the purpose of identifvinq an
individual patient unless t_be Berson is authOrized under this
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Chapter to receive disclosures of the information as identifvinq
health inforrnation.

(f) No person shall lrse health information that is not
identifvinq orovider infornation for the ourpose of identifvinq
an individual provider unless the person is authorized under this
Chapter to receive disclosures of the information as identifvinq
provider infornation.

The records established pursuan to I 3 2A-3 -4
mav onlv be disclosed as follows:

l_U To a patient, subiect to G.S. 132A-2-1(c);
LL To a custodian for audit functions, except for

records recordinq peer review functionsi
( 3 ) To health oversiqht aqencies to the extent these

records relate to the performance of authorized
audit function; or

(4) Bv order pursuant to G.S. t32A-3-3(b)(4).
(h) When practicable, disclosures of identifvinq health

infornation sha]l be linited onlv to information which the
disclosinq party reasonablv believes is necessarv to accomplish
the purpose of the disclosure, except to the extent that
disclosure is authorized by a patient or compelled bv G.S. 132A-
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in writinq of tlre reasolrs for refusal to amend the medical
record. rf ghe custodian refuses to agend !!e record, the
oatient or provider shall be entitled to_ add a statement ghgltt
the disaqreement to the disputed identifvinq health information.

(c) When amendinq a medical regord, the custodian shall add
the amendinq information to gbe patient's idenLifvinq health
informatiog without affectinq the oriqingl information.
"S 132a-2-3. nealth information confidentialitv; public records.

(a) A custodian shall maintai}, aS confidential, identifvinq
health information. Disclosures of identifyinq health
inlormation m?v be mad_e_gll-Iv as authorized bv this Chgpter.

(b) Unlerq-otherwise provided_bv this section or by other Igw,
identifvinq heaLth inforrnation is not a public regord.

(cl No recipient of identifvinq health infornatigL shall_us_e
or redisclose identifyinq health informaEion Sxcept for the
purpose and authoritv under which the disclosure was made' or as
otherwise authorized in this ChapteL

(d) _A custodian's emplovees, Lqents, and contractors Shall be
sub'iect_to this Chapter to the same_ extentjrs the_custodian.

(e) No Derson shall use health information that is not
identifvinq health inforrnation for the purpose of identifvinq an
individual patieng unless the persog is authorized uSder this
Chapter to receive disclosures of Jhe inforrnation as identifvinq
health information.

(fI No person shall use health information that is not
identifvinq pfovider inforrnation for the purpose gf identifvino
an individual proL.ider unless the person is authorized under thig
Chapter to receive disclosures of _the information as identifvino
provider information.

(g) The records established pursuan.t to G.S. 132A-3-4(a) (4)
mav onlv be discl-osed as f ollows:

l-ll To a patieq!, subiec! to G.S. 132A-2-1(c);.
QL Tq C custodiqn f or audit f unctiong,' excgpt f or

;
(3) "ttt 

thes.
records rerate to thg performance oiE@
audit function; or

(4) Bv order pursuant to G.S. 132A-3-3(b)(4).
(h) When practicable, disclosures of identifvinq healEh

information shall -be Limited onlv to informatioL which the
disclosinq partv reasonablv believes is_necessary to accomplish
the purpose of the discfosure, -except to the extent that
disclosure is 4uthorizqd by a pBrlient or eompelled by G.S. 132A-
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3-2(b) or G,S. 132A-3-3(b)(4), in which case aLI information so
authorized orl:ompelled to be disclosed shall be disclosed.

( i ) A disclosinq custodian_ rnav in _ggod faith relv upon
representations made bv a reguestinq person pursuant to this
Chapter eE to the authoritv and purpose for which a_disclosure is
beinq souqht. A requestinq person is in violation of this
Chapter for misrepresentinq the autholitv and purpose for which a
disclosure is beinq souqht, fgl: seeki+q a disclosure lor a
purpose that is not authorized bv this Chag9er, or for seekinq a
disclosure for a purpose that is authorized bv this Chapter but
that does not applv to the role, position, or authoritv of the
requesting person.

"AElrrcLE 3.
"Health Information Communications.

"S 13?A-3-1. Authorization to disclose healtF infomation.
(a) Except for disclosures otherwise authorized bv this

Chapter, a custodian may disclose a patient's identifvigq health
information onlv with authorization olLhe patient. A custodian
shall not condition coveraqe or t.reatment of a patient based on
the patient's refusal to authorize disclolures not pe{Sltted bv
this Chapter, except when this disclosure is essenLial to the
health and safetv_of the provider or to the patient's treq.tment'
coveraqe, or pavment.

(b) A custodian shall retain a patient's authorization to
disclgse identifving health information with the patient's health
information. A patient's authorigs.tion, to be valid' shalf have
the followinq:

(1) The patient's identitv;
G-I A dated_w+Ltten or electronic siqnature of the

patient;
(3) A description oLthe health information to !e
(4 )

disclosedi
The name or title of a persoJr or either G) the
description of a qroup to whom the information is
to be disclosed or ( ii) the description of the
class of Dersons to whom the information is to be
disclosed; and
A st4terqent of the purposes Jor which Lbe(s)
information is to be used.

(c) A patients guthogizaticn to disclose identifvinq health
information mav also_include anv of the tgllowinq:

( 1) Anv limi'Eation on the scops of disclosure that may
be made bv the recipient in carrvinq out the

98-LFz-010B ( 3. 11 ) Page 9
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authorized purpose for which the disclosure is
requestedi

(21 An acknowledqment from the patient that the patient
understands that the authorization is valid for the
tine period stated unless revokedi or

ll-t Anv other infornation believed bv the custodian to
be needed to facilitate the authorization or to
inforn the patient as to the patient,s riqhts with
respect to the authorization.

(d) A patient mav revoke or amend an authorization at anv
time, except to the extent that the custodian has acted in
reliance on the authorization.

(e) An authorization under subsection (bl of this section
shall remain effective for the time specified bv the patient in
the authorization. If no tirne is specified, an authorization
sha}l remain effective for one vear.
"S 132A-3-2. Disclosures and uses of health inforuration.

(a) When a disclosure authorized pursuant to this section,
other than as authorized bv the patient or mandated bv other law,
mav be accomplished without undue burden bv disclosinq health
infornation that is not identifvinq hearth infornation, a
custodian shall in qood faith use reasonable efforts to disclose
onlv health information that is not identifvinq health
information.

(b) A custodian shall disclose identifvinq health information
federal S r }ocal- Iaw enforcement authorities or

other federal or State authorities onlv as provided in G.S. 132A-
3-3 or pursuant to mandatorv disclosure obliqations as otherwise
provided by State or federal law.

(c) A custodian mav disclose identifvinq health information
about a patient without the patient's authorization if the
disclosure is to be to the patient or:

( 1 ) To a provider currentlv providinq authorized health
care to a patient or to a referrinq provider who
continues to provide authorized health care to a
patient if the information is necessarv to provide
health care to the patient, and the patient does
not obiect to the disclosure. This subdivision
shall not impose on the custodian a dutv to inquire
of or inforrn the patient of the disclosure either
before or after the disclosure is madei

(2\ To another provider in the same qroup practice or
provider network, or to a custodian under contract
with the qroup practice or provider network, for

Page 10 98-LFz-0 108( 3. 11 )
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authorized purgose for which Ehe disclosure is
requestedi

(21 an-lrcknor4edqment from the patient that the Datient
understands that-the autjrorization is valld for the
time period stated unless revokedi- or

( 3 ) Anv other information beli.eved bv the- custodian to
be needed to facilitate the authorization or to
inform t,he patient as to Lhe patient's riqhts with
respecg to the agthoJization.

(dl A patient ngy _revoke or amend an authorization at anv
time, except to the extent that the custggian has acted in
reliance oJr the authorization.

(et. ln quthorizatign under subsection (b) of this section
shall remain effective for the tiJne_specified bv the Patient in
the authorization. If no time is specif ied, an aJthorization
shall remain effective for g}e vgjnr.
"S 132A-3-2. Disclosures and uses_ of health information.

(al Wheg a disclosure authorized pursuant to this section'.
other than as authorized bv the patient or mandatqd bv other law'
mav be accompl_ished without undue burden bv disclosinq health
informqtion that is not identifvinq health information, a

n shall in faith use reasonable efforts to discl
onlv health inforrnation that is not idenlifvigq -healthinformation.

(bt j, custodian_shall disclose identifvinq health information
to federal, State, or focal law enforcement authojities or to
other federal or State authorities onlv as provided in G.S.-13?A-
3-3 or pursuant to mandatorv -disclosure obliqations as -otherwiseprovide9 by State or :[gderal law.

(ct e custodian mav disglose identifviqlr heafth infonnation
about a patient without the patient's authorization if the
disclosure is Lo !g_to the patient or:

tU ro a provider currentlrlprgvidinq authorized health
care to a patient ql: to a-referrinq provider who
continues to provide agthorized health care to a
patient if the informaticln is EeceEsarv to provide
health care to the- patient, and the patient does
not obiect to the disclosure. This subdivision
shall not impojie on the custodian a dutv to inquire
of or inform the patient of the -disclosure e-ither
before or after the disclosure is madei

(21 fo another provider in the same qroup practice or
provider network, or to a custodian under contract
with the qroup practice or provider network' for
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the purpose-of providinq patient health care within
the practice or_network;

l_]I To a provider with a Leed for inforrnatioq to treat
a conditiog-that poses an irnmediaEe threat to a
patient's health;

(4 ) Unless otherwlse linited_ bv c.S. 90--.,?1.4, to a
menber of a patient's immediate familv' a leqal
quardian of a patient, or to a person with whog the
palient is known to havg a close - personal
relationship, when the attendinq Lrovider
reasonablv believes that notificalion is necessarv
to avoid segious 'ieopardv 9o the health of a
patient and the patient lacks -the capacitv to
authorizg the disclosurei

(5) Necesjiarv because in a provider's opinion, a person
is in serious- and imminent danaer or a person is
likelv to commit a violent - felonv or- violent
misdemeanor. This subdivisi-on not-shall imqose a
dutv upon the provider to disclose health
informationi

(6) To g- custodiaE that- oriqinallv discloged the
informationi

(7) To a health oversiqht aqencv performinq a3thorlzed
audit functions;

( B ) To oerform i-nternal audit functions within a
custodian' s orqanization;

(9) To aqents, emplovees, and contractors of -a
custodian for the purpose of:
a. Providinq health care to a-pati-ent; or
b. Perforrninq admlnistrative services for or on

behalf of a custodiani
(10) If not prohibited bv Lederal or State law' Lo a

health researcher for health research;
(11) To a provider to confirm a past method or outcome

of a course of treatment performed bv the provideri
(Lzl To a successor in interest of a custodian that is

or was a provider, facilitv, or Paver for the
patient whose iqformation is beinq-disq.Iosed;

(13) To e paver for the purpose of conductinq an audit
of provider's operation or service related to
services bi]led or ca{g provided; and

( 14 ) Directorv inforngtion, -unless the patient has
instructed the cuslodian not to make the disclosure
or unless the disclgsure-of the location of the

98-LFz-0108(3.11) Page lL
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patient would reveal that the patient mav be
receivinq mental health or substance abuse
treatment. This subdivision shall not impose on
the custodian a dutv to inquire of or inform the
patient of the disclosure either before or after
the disclosure is made.

None of the limitations prescribed in this secgion shall relieve
anv person of anv mandatory disclosure obliqati
health information as otherwise prescribed bv law.
"s 132A-3-3. h warrants for discove

(al The provisions of G.S. 1A-1, Rule 45(c), shall applv to
all identifvinq health information authorized to be disclosed
under subdivisions (l) and (2) of subsection (bl of this section
as if this information were hospital ica] records. If

disclosure obliqation concern

and court orders.
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authorization i used or is not obtainable, the t
rtv must in an order as provided in subdivisi 4) of

subsection (bl of this section requirino disclosure before
identifyi4q health infornation may be released
for use in discoverv, a hearina, or a trial except when this
information is to be disclosed pqrsuant ts subdivision (3) of
subsection (b) of this section.

(bl A patient's medical record or other health information
shal-l be disclosed bv a custodian oursuant to a civil, criminal,
or administrative subpoena, search warrant, or request for
discoverv in anv federal or State iudicial or administrative
investiqation or proceedinq onlv if:

LU The patient, or the patient,s attornev, actinq with
the consent of the patient, has authorized the
disclosure in writinq;

(2\ The patient is deceased and the disclosure is
authorized in writino bv the executor or
administrator of the patient's estate, or, if the
estate is unadministered, bv the next. of kin;

( 3 ) The information disclosed is t.o be used in the
patient's involuntarv commitment, adiudication of
incompetencv, or quardianship proceedinq;

l_tL A federaf or State court or an administrative
aqencv havinq subpoena power over the custodian and
havinq iurisdiction of a rnatter in which the health
information mav be relevant, orders the disclosure
as necessarv for the proper administration of
iustice or health oversi-qht as required bv law, in

Page L2 98-LFZ-0108(3.11)
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patient would reveal that the pltient mav be
receivinq men-ta1 health or substance abuse
treatment. This subdiyision- shall not impose on
the custodian a dutL to inquire-of or infonn the
patient of tLq disclosure either before o-r after
the discLosgre _is made.

None of the limit+ions Jrrescribe4_ in this section shall relieve
anv person of anv mandatorv disclosure obfiqation concerning
health infgrmation as o-therwise prescribed bv law.
"S 132A-3-3. Subpoenas, search warrants. reguests for discoveFv
and court orders.

(al The provisions of G.S. 1A-1, Rule 45(c), strall applv to
all identifvinq_health infornation authorized to be disclosed
under subdivisions (1) and (21 of subsegtion (b| of this sgction
aq if this information wqlg hospital medical records: If this
authorization is refused or is not obtainable, the re-questinct
partv must obtain an order as provided in su-Fdivigion -(4) of
subsection (b) of this secLion Eequirinq_ disclosure before
identifvinq health information may be releasesl bv the custodian
for use jn discoverv, a hearinq, or a trial except when thls
information is to be disclgsed pursuant to subdivision (3) of
subsection (b) of this section.

(b) A patient's medical record or other health informatiolr
shall be disclosed bv a custodian pursuant !o a civil, griminal'
or administrative subpog+gr,_ search warrantr or request for
discoverv in a federal or State 'iudicial or administratiqe-
investiqation or proceedinq only if:

(1) TLe patient, or the-patignt's attornev, actinq with
the consent of the palient, has- agthorized-the
disclosure in writiEq;

(21 The patient is deceased and the disclosure is
authorized in writinq bv the executor or
aQ4qlnislrator of tJre patient's estate, or, if the
estate is unadryinistered, bv-the next of kini
The information disclosed is tg be used -in the
patient' s involgntarv cornrnitment, adi udicgtioJr of
incompetencv, or quardianship proceeding;

(4) A federal or State court or an administrativ-e
aqencV havinq gubpoena power over the custodian and
havino iurisdiction of a-matter in which the health
iirformation mav be relevant, orders the disclosure-
as ngcessarv Lor the proper administration o{
iustice or health oversiqht as requ-ired bv law, in
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which case, unless an oriqinal is compglled' a copv
of the medical record shall sutfice; or

1ilj The information is disclosed to a presidinq_iudqe
or desiqnee bv a presidinq iudqe pursuant to G.S.
1A-1, RuIe 45, for purposes of determininq use of
identifvinq health information in discoverv or at
trial. This inforrnation shall not be opeL for
inspection or gopvinq bv anv Lerson, includigq tle
parties to a case, u3til the order has beenlrntgred
and then onlv in accordance w.tth the order'

(c) Nothinq in this section sLall be construed to waive the
privileqe between_a patient and a orovider or to reouire anv
comrnunications privileqed under law to_be disclosed, unless a
patient's authorizatlon or gourt order pursuant to subdivision
(4) of subsection (b) of this segtign is qltained.
"S 132A-3-4. Respgnsibilities oL custodians as to disc_losures.

(a) Custodians shall adogl and implernent technical,
contractual, and_phvsical policies gnd safequards to effect the
requirements of this Chapter and shall undertake_to carrL-gut
!!rese policies and safequards to protect aqaiLst reasqlablv
anticipated threats to the confidentialitv, securitv' accuracv,
and inteqritv of health information rnaintained, use4. or
disclosed by the custodian. These policies and safequqlds shall
include:

( 1 ) providinq for internal disciplinarv and correq9ive
measures for violations_ of the custodiaryls policv
for implementinq the reguirements ol_this Chaoter;

t2I Requirinq that each employee, aqent, or contractor
!rev_i!q 4cc€gs t-o . fd_

(3) Providinq periqslig traininq of emplovees, aoents,
and contracto.s havinLaccess to identifvinq hgltlth
information as to their obliqations and liabilities
under this Chapter;.

(4) Maintaini+g a record of the creation, revision, or
disclosure of identifyinq IreaEh informatlgn,
includinq without limitation to whom an authorized

15) ffit*tegt practicable, the disclosure
to that which is }eqitirnatelv needed to be known in
order to perjorm authorize{ functions.

(b) A custodian need not maintain a record of:

98-rFZ-0108(3.11) Page 13
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l-!L Access or disclosures made pursuant to G.S. L32A-3-
2(c)(11' (2)' (9), or (14) unless the inforrnation
is maintained as an electronic recordi or

(21 Oral disclosures made to a patient or made pursuant
to G.S. 132A-3-2(c)(1), (2), (4), or (9)a.

"S 132A-3-5. llaster person index.
A custodian tain or particlpate in and use

irectlv or throuqh ontractor, a master Berson index. A
custodian utilizino a master person index shall disclose or
permit access to the index onlv to a custodian who has entered
into a written aqreement requirinq protection of confidentialitv
of health information as required in this Chapter with the
disclosinq custodian. A mastetr person index nay utilize a un
identifier to identify patients and custodians.

b) Notwithstandinq subsection (a) of this ion, the
existence of the followinq medical records shall not be discLosed
in a master person index unless the requestinq partv has
authoritv under State or federal law to receive a disclosure of
the information:

(1) confidential information as defined in G.s. l22c-
3(e);

(21 fnforrnation and records requlated bv G.S. 130A-143;
and

(3| Identifvinq health information that is otherwise
maintained bv a health care provider or health care
facilitv and is identified bv the provider as beinq
related to a patient's evaluation, diaqnosis, or
treatment of HIV infection, AIDS, substance abuse,
or mental heal-th condition.

(cl Access to an entrv in a master person index indicatinq the
existence of identifvinq health information shall not be
permitted except to the extent that the disclosure of the
information souqht is authorized pursuant to G.S. L32A-3-1, 132R-
3-2, or 132A-3-3.
"S 132A-3-6. Electronic and other medical records.

Notwithstandinq anv other State law, if a custodian maintains
and preserves health information or siqnatures utilizinq
electronic, optical, or other technoloqv and media, a custodian
shall not be required to maintain a separate paper copv of the
health information or siqnatures. However, if a person receivinq
a disclosure reguests the disclosure in a r form, the

r form, unless another medium is reguired bv State or
custodian shall not refuse to provide the requested information

federal law.

Page 14 e8-LFz-o108(3.L1)
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f!| Access or disclosures made pursuant to G.S. 132A-3-
2(cl(11, (2t, (91, o{-(1.4t unl-ess the infonnatig
is maintained as an electronic recordi or

(21- Oral di_sclosures made to a patlent or made pursuant
to G.S. 132A-3-2(c)(1),_(2), (4), or (9)a.

"S 132A-3-5. Master person i3der.
(a) A custodian rnav maintain oL participe.te in and use,

directlv or throuqh a contractor, a master person indeL. A
custodian qFilizing a master person index shall disclose or
permit access to the index onlv to a custo9ian who-has entered
into a written aqreement requirinq proteqtion of confidentialjtv

ired i Chaoter with
disclosinq gustod_ian. A masLer persoL index mav utilize a uniaue
id_entifier to identifv patignts and gustodians.

(b) Notwithstandinq subsection (a) of this section' the
existence of_the followinq me4ical lecords shall-not be disclosed
in a mas'lgr person index unless the - requestinq lgrtv -hasauthoritv r+$der State or fgderal law to receive a disclosure ilf
the information:

( 1l Conf idential inforrnation as def ined lq G']9' -122-9:
3(9);

(21 Information and records requlated bv G.S' L30A-!43;
and

(3) Identifvinq heatth informati.on that is otherwisg
maintained bv g health care provider or health care
facilitv and is identified Lv the pgovider 3ts beitg
related to a patient' s evgluation, diaqnosis, o-r
treatment of HIV infeclion, AIDS, substance abuge'
or mental health condition.

(c) Access to an entrv in a master person index indicatinq the
existence of identifvinq health _ information shall not be
oermitted exceot to the extent that the disclosure of the
information souqht is authorized pursuant to GrS. 132A-3-L' 132A-
3-2, or 132A-3-3.
"S L32A-3-6. Electronic and other medicq_I records.

Notwithstandinq any other State law, if a gustodian maintains
and preservesi health information or siqnatures ulilizinq
electronic, optlcal, or other technoloqv and media, a gustodian
shall not be required to mgi_ntain a sepjrrate paper copv of the
health information or siqnatures. However, if a persglr receivinq
a disclosure requests' the disclosure in a paOer form' the
custodian shalI not refuse to provide 

-thg 
requested information

in a paper _folm, unleljs another inedium is required 9v Stalg or
federal law.
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132A-3-7. ica information
electronic siqnatures.

(a) When used in connection with health in_formation' health
care deliverv, or transactions iinvolvinq health care' hgll.th
care services, equipment, or supplies, -or pavments therelor'
electronic siqnatures shall have the same leqal effect as wrilten
siqnatqfes. Other authentication techniques recoqnized as havinq
comoarable or superior reliability to written or electronic
sisnatures shall be Aqce!!qb-Ie---lo-E- f4e
individual, entitv, or health information associated with an
in€vidual or enlitv.

(bl all individuals authorized bv a custodian -to authenticLt-e
hegrlth _ information utilizinq an authenticaLign technigue
requirinq a secure code shall siqn an aqreement with the
custodian to the effect that onlv the in9ividual will gse or
permit access to the code assiqned to the individual.

,,".*ffi-o,r=.
"S 132A-4-1. Safe harbors.

(a) Notwithstanding any other provision of th@
custodian or qgrplovee, aqent, or contractor of a custodian-sFaII
Ue -fiiUte toi acligns authorizeg to be laken under this Chapter
when qbe custodian or emplOvee, aqent, or contractor of the
custodian:

(1) Acted in qoo!-le4!h--e4d- in-refiance upon heal$
igfoqnration disclosed consistent with this Chapter;

(21 Disclosed health information in qood faith and ig
reliance uDon a request for disclosure when the
reouest identified a purpose for which di-sclosure
is authorized under this thaPter;

(3) oisclosed health information as authorized bv th-is
Chapter, and the tra4Fmission of the- infoJ'Iration
wae interrupted, or an grror in the transmission
otherwise was - caused, bv a common carrier or
enhance4 servige providgr while facilitatinq the
disclosurgl

(4) Disclosed identifvinq heAlt[ information in qood
fqllth reliance on an authorization provided-Fv this
Chapteri

( 5 ) f s prote_cted bv a statutorv immunitv related to
identifyinq health informationi or

( 6 ) Acted in -qood faith and in reliance upon

LecommendaLions, quidelines, or specifications
imolemented bv the custodian that address the

25
26
27
2B

29
30
31
32
33
34
35
36
37
38
39
40
4L
42
43
44
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subiect matter of this Chapter and that are
desiqned to protect patients from the darnages
comolained of, in whole or in oart, and which
recommendations, quidelines, or specifications are:
a. Adopted bv the United States Secretary of

Health and Human Servicesi or
b. fo the extent not preempted by or inconsistent

with recommendations, quidelines, or
specifications authorized bv subdivision (11
of this section, recommendations, guidelines,
or specifications recommended bv the followinq
orqanizations as model standards or
specifications if adopted bv the Office of
State Planninq or the Department of Health and
Human Services pursuant to the rule-makinq
procedures of the Administrative Procedures
Act, Chapter 1508 of the General Statutes,
which aqencv mav relv on the temporarv rule-
makinq procedures to utilize technoloqv on a
timelv basis:
1. fhe National Committee on Vital and

Health Statistics;
The National Uniform Billinq Conmitteei
The National Uniform Qlaim Corunittee;
The North Carolina Health Care
Information and Communications Alliance
Inc. i

5. The Workqroup for Electronic Data
Interchanqe; or

6. Other public purpose orqanizations
created under section 501 (c ) of the
tnternal Revenue Code and certified bv
Executive Order of the Governor as havinq
the technical capabilitv and breadth of
representation in the health care
communitv to address the subiect matter
of this Chapter in the public interest.

(b) until the tine that these recommendations, specifications,
or quidelines are adopted as set forth in subsubdivi-sion b. of
subdivision ( 6) of subsection (a) of this section' the
recommendations, quidelines, or specifications recommended bv the
orqanizations set forth in this subsubdivision as model standards
or specifications shal1 constitute prima facie evidence of an

2.
3.
4.
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sgbiect matter of- this Chaq.ter and that are
desiqned to protect patients from- the damaqes
complained of, -in whole or in part' and which
recornmendations, quidelings, or specifications-aEel
a. Adopted bv the United States Secretarv of

Health and Human Servicesi or
b. To the extent not prgemoted-bv or ingonsistent

with recommendatiols, - quideJines, or
specifications guthorized bv subdivision (11

of this section, recommendaLions, quidelines'
or specifications recommended bv the followinq
orqanizations as nodel standards o!

t

soecifications if adopted bv the Office of
State Planninq or the Depaqtment of Health and
Hurnan Services pursuarl-t to the - rule-ndlns

f the Admin tive P

Act, Chapter 150B of the General Statu-tes.
which agencv -mav relv on the temporarv rq}-e-
makinq procgdures to-gtilize tecLLoloqv on-a
ti_mely basis:
1. The National Comnittee on Vital and

Hea1th Statistics;
2. The Natjonal Uniform Eillinq Conmiltee;
3. The National Unifofm Clairn Cgmmittee;
4. The Norgh Carqlina Health - Care

Informat-ion and Cgmrnunicatioqs Alliance,
Inc. ;

5, The Workqroug for Electronic Data
Interghanqe; or

6. Other public purpose orqanizationl
crealed under segtion 501(c) of the
Internal Revenue Code and certifigd bv
Executive Ordef of the Governor as -lravinq
the technical capabilitv and breadth of
reDresentation in the health care
communitv -to address thg sub'iect matter
of this Chapter in the public igterest.

(bl Until the time that tlese recogrmendations, specifications,
or quidelines are adopted aq_ set forth ig subsubdivision b. of
subdivision ( 6 ) of subsection (a) of this section' the
recommendations, quidellnes, or sbecifications Jecommended bv the
orqanizations set forth in this subsubdivi-sion as model Standards
gr specifications shall constitute prima facie evidencg ol an

Page 16 98-LFz-010B(3,1r)
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1 appropriate standard of care that Eav bg relied on bv a
2 Custodian.
3 "S 132A-4-2, Civil remedies.
4 (al Sub_igct to G.S. 132A-4-_1 and Chaoter lD of the Gener_al
5 Statutes, a custodian or an employee, agent, or-contractor of a
6 custo{ian slErll be sub'iect tq civil liabilitv for damgqes
7 incurred bv a person with respect to !]te patient's identifvinq
I health information to the extent that Lhese damaqes aliEe out of
9 the intentional or neqliqent act_or omission o_f a custodian in

10 violation of the requirements of this Chapter.
1L (b) If a patient believes that a custodian, emolovee, aqent,
12 or conLraclor of a custodian has failed to complv with its
13 obliqations under this clErpter with respect to the patlent's
14 identifvinq hgalth information, g patient may applv to a court of
15 conpetent 'iulisdiction for afpropriate e{uitable relief .
15 (c) env aqreement purportinq to lirnit the fiabilitv arisinq
L7 from violations of this Cfrapter, other than pursu-ant -9o a
18 settlement aqreement, is void.
19 "S 132A-4-3. ConflictiLq laws.
20 (a) this Chapter does not restrict a custodian from complvinq
2L gith _obliqations imposed by Eederql healEh cafe pavqent prgqrams,
22 federal law or State lruv compelllnq disclo.sure. Tlis Chapte-r
23 shall not apply if_ and to the extgnt porEions- of it nav be
24 presmpted bv the Emq.lovee Retirement Incone Securitv Act of 1974.
25 to _the_ extent the provisions of this thapter conflict with other
26 State ]aw, thg provisions of this_ Chapter shall control urlless
27 the other State law specificallv states that it is an exception
28 to a specific provision of this Chapter unles_s tlLis Chapter
29 conflicts with another Stale statute qoverninq the nondisclosure
30 of LdeLtifyigq health inforrna'tion held by a health oversiqht
31 aqency for the purposes of peer review, profeSsional review, or
32 other professional disciplinarv or corrective action. In these
33 two cases, tjrat other statute shal1 control.
34 (b) G.S. 132A-2-1., 132A-2-2,-132A-3-4(a)(4)' and 132A-4:2
35 shall not applv J.o disclosures of identifvinq health information
36 requlated by erticle 39 of Chapter 58 of the General StatuteE-.
37 Hga1th information requlated bv Article 39 of Chapter 58 of tle
38 General Statutes may also be disclosed as permitted bY that
39 Article or G.S. 132A-3-1 and G.S' L32A-3-2(b) an{ (c).
40 (c) G.S. 132e-2-1 and G.S. 132A-3-2(c) shall not applv-to
4t disclosures of identifyinq health information _ requlated bv
42 Chapter 1229 of the General Statutes.

98-LFZ-0108( 3.11 ) Page L7
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1 (d) G.S.132A-3-2(c) shall not applv to disclosures of
2 identifvinq health inforrnation requlated bv G.S. 130A-143 when a
3 custodian is actinq pursuant to that section.
4 (el This Chapter does not applv to a telecommunications common
5 carrier or an enhanced service provider if thev are certified or
6 subiect to requlation:
7 (1) Under Chapter 62 of the General Statutesi or
8 (21 Bv the Federal Communications Commission pursuant
9 to federal law.

L0 (f) Except as provided in G.S. 132A-2-3(e) and (f), this
11 Chapter does not requlate the disclosure of health information
12 that is not identifyinq health information.
L3 "S 132A-4-4. Rules of construction.
L4 Bxcept as otherwise required bv law, this Chaoter does not
15 reguire the disclosure of trade secrets or other commercial
16 &Igrge!.i.on.."
I7 Section 2. This act becomes effective July L, L999,
18 except that c.S, 132A-3-3, L32A-3-5, 132A-3-6, and 132A-3-7
19 become effective when this act becomes law. Custodians who
20 cornply with this act prior to its effective date may rely on G.S.
2L L32A-4-l as to causes of action that accrue after ttreir
22 compliance.
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(dl- G.S. 132A-3-2(cl shall _not aPplv to disclosures of
identifvinq health informaLion_reoglated bv G,S. 130A-143 wlEln a
custodian is actinq pursuant to that section..

(e) This Chapter doeg not applv to a telecommunications coIFon
carrier or an enlanced service orovi*er if they are certified or
subiect to requlati-glr:

lU Under Chapter 62_of the General Statutes; or
I!,L gv the_Federal Communications Commission pursuant

to federal }aw.
(f) Except as provided-in G.S. 132A-2-3(e)-and (fl, this

Chapter 
-does 

not requlate the disclosure oL hgalth information
that is not identifvinq health jnformation.
"S 132A-4-4- Rules of construction.

Except as otherwise re_quired bv law, this Chapter does not
require the disclosure of trade secrets or other commercial
information. "

Section 2. This act becomes effective JuIy L, 1999,
except that G.S. 132A-3-3, 132A-3-5, t 32A-3-6, and 1.32A-3-7
become effective when this act becomes law. Custodians who
comply with this act prior to its effective date may rely on G.S.
132A-4-1 as to causes of action that accrue after their
compliance.
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Section by Section SummarT
Health Care Information Privacy Act

98-LFZ-0I08(3.11)

Bill Provision Sumnary Statute Section
Page Number

Purpose. To facilitate the benefits of electonic information and to
establish a clear legislative policy to ensure the accuracy,
security, integnty and reliability of health information.

132A-l-l
Page 1.

Definitions. The following terms are defined: Audit, Custodian,
Directory information, Electronic, Electonic agent,
Electronic record, Electronic signatures,

r32A-r-2
Page2.

Page 4.

Page 5.

Page 6.

Facility, Health care, Health information,
Health oversight agency, Health research, Identiffing
health information, Identi$ing provider information,
Masterpetson index, Medical record, Patient, Payer,
Person, Provider, Sign.

Patient's privacy
interests.

Establishes patient's right of access to examine and copy
the patienfs own health information.

Establishes procedure to request to amend information
the patient believes is inaccurate or incomplete.

Places a duty to maintain the confidentiality of
identiffing health information upon the custodian of that
informatio4 and the custodian's employees, and agents.

Provides protections against linking non-identiffing
information to identiff the patient or provider.

Prohibits unauthorized use by the recipient of disclosed
identiffing health information.

The recipient may use or redisclose identiffing
information only for the purpose and under the authority
of the original disclosure.

r32A-2-r(a)
Page 7.

r32A-2-2(a)
Page7.

t32A-2-3
Page 8.

t32A-2-3(e) & (0
Page 8.

82AA-3@)
Page 8.

l32A-2-3O)
Page 8.





Bill Provision Summary Statute Section
Page Number

Authorization to
disclose health
information.

Prohibits custodian from disclosing identifring health
information without patient's authorization, unless

disclostre is otherwise authorized by law.

Requires the custodian to keep a patient's authorization to
disclose with the patient's health information.

Establishes the minimum requirements for a patienfs
authorization to disclose to be valid.

Provides that the patient may revoke or amend
authorization, except to the extent custodian has relied
upon it. Authorization is effective for time specified by
the patient or ifnot specified, one year.

1324-3-1(a)
Page 9.

l32A-3-r(b)
Page9.

l32A-3-1-(d) & (e)
Page 10.

Rules of disclosure
and use of health
information.

Obligates disclosing parly to make a reasonable eflort to
disclose or use non-identiffing health information
whenever suffrcient to achieve the purpose of the
disclosure.

Requires mandatory disclosures as currently required by
law (to law enforcement, to report suspected abuse,
pursuant to a court order).

r32A-3-2(a)
Page 10.

r32A-3-2!1b)
Page 10.

When disclosure is
allowed without
consent.

Sets forth circumstances in which identifring health
information may be disclosed including:

'r to provide health care to the patient:
* to a provider currently caring for the patient
* to a referring provider (if the patient does not

object);
* to another provider in the same group practice

or provider network.

r32A-3-2(c)
Page l0-11.

r32A-3-2 (c)(l) &
(cX2)
Pages 8-9.

*to provide care in case of an immediate threat to the
patient's health;

132A-3-2(c)(3)
Page ll.





When disclosure is
allowed without
consent, continued.

to protect against serious and imminent danger;

to protect against violent felony or misdemeanor;

to the custodian that originally reported the
information to verifr the accuracy of the information;

to a health oversight agency for audit functions;

to agents, employees of the custodian if necessary to
patient care or to perform administrative services;

to a health researcher for health research if permitted
by federal or State law;

For custodian's internal audit;

directory information;

to a group policyholder when necessary for audit of a
service already provided;

'l to a provider to confirm or compare treatnent;

* to a custodian's successor in interest (e.g., Executor or
Administator of Estate)

132A-3-2(c)(3)
Page ll.

132A-34(c)(6)
Page ll.

r32A-3-2(c)(7)
Page ll.

l32A-3-2(c)(e)
Page 11.

r32A-3-2(c)(r0)
Page ll

l324-3-2(c)(8)
Page 11.

r32A-3-2(c)Qa)
Page ll.

132A-3-2(c)(13)
Page ll.
l32A-3-2(c)(l l)
Page 11.

r32A-3-2(c)(r2)

Subpoenas, search
warrants, discovery
requests, and court
orders.

Provides that identifring healttr information is to be
teated as if the information were medical records.

Access to health information for legal purposes requires:
o patientauthorization
r authorization from deceased patient's representative

or
o a court order.

l324-3-3(a)
Page 12.

l32A-3-3O)
Page12.





Requires custodians to develop policies and
safeguards to protect the confidentiality, security,

accuracy, and integrity of health information;

training of employees having access to identiffing
health information;

,r internal punishment forviolation;

limiting disclosure to information needed to
accomplish purpose;

audit trails showing disclosure (except disclosures
made for the pu{pose of providing ongolng health
care to the patient unless communicated
electronically, or oral disclosures to a patient or to

r32A-34(a)
Page 13.

132A-3a(a)(3)
Page 13.

l32A-34(a)(1)
Page 13.

l32A-34(aX5)
Page 13.

l32A-34(a)(a)
Page 13.

Custodian
responsibilities.

Patient Information
Locator.

Permits the creation bv a custodian of an index that:

'r points to the location of medical records held by the
custodian;

* enables access to complete patient record for health
care if authorized;

* custodian may participate in locator;
r, does not include "sensitive" information, turless

authorized.

t32A-3-5
Page 14.

Allows a custodian to maintain and preserve
information solely in electonic fotut, (paper records
are no longer required).

t32A-3-6
Page 14.

Electronic medical
records.

Provides that electonic authentication of individuals,
entities and associated health information is authorized.

Prohibits the disclosure of an individual's security code

1324-3-7
Page 15.

Electronic
signatures.





Bill Provision Summary Statute Section
Page Number

afe harbors (from
liability).

Provides safe harbor for compliance with standards. 13244-l
Pages 15-16.

Civil remedies. Provides civil liability for violation of ttre law, including
negligence action and injunctions.

Criminal liabitity under computer crimes law and
statutes governing mental health facilities are not
afifected.

132A4-2
Page 17.

Conflict of existing
Iaws.

Does not preempt disclosure obligations imposed by
federal health care payment programs.

Does notpreempt State and federal law compelling or
prohibiting disclosure. @oes not affect federal law
regarding substance abuse).

To the extent the provisions of this Chapter conflict with
existing State law the provisions of this Chapter will
control unless:

'r the other State law is specifically exempted ; OR

'r the State law governs the nondisclosure of identiSing
health information held by a health oversight agency
for the purposes of peer review, professional review,
or other professional disciplinary or corrective action.

r32A4-3(a)
Pages l3-14.

132A4-3(a)
Page 14.

82Aa3@)
Page 14.

Conflict of existing
laws, continued.

The following provisions do not apply to insurance
information governed by Article 39 of Chapter 58:

't patient's examination and copying
* request for amendment
* authorizationrequirement for disclosure
r, custodianresponsibilities
* civil remedies

All other provisions apply.

132A4-3O)
Page 17.





Bill Provision Summary Statute Section
'PageNumber

Conflict of existing
laws, continued.

The following provisions do not apply to mental health
information governed by Chapter l22C:
* patient's examination and copying
* disclosures without consent ll32A-3-2(c)l

All other provisions apply.

l32A-4-3(c)
Page 17.

The following provisions do not apply to communicable
disease information governed by Chapter 130A:
* disclosrues without consent [132A-3-2(c)]

All other provisions apply.

Does not apply to a telecommunications common
carrier or an enhanced service provider ifthey are
certified and subject to regulation under Chapter 62 of
the General Statutes (Public Utilities) or by the Federal
Communications Commission.

132A-4-3(d)
Page 17.

r32A-+3(e)
Page 18.

Rules of
construction.

This Chapter is to be consfued as NOT requiring the
disclosure oftrade secrets or other confidential
commercial information.

132A44
Page 18.

Effective dates. The act will become effective July 1, lggg,except that
G.S. 1324.-3-3 (subpoenas, court orders, etc.), l32A-3-5
(master patient index), 132A-3-6 (electronic and paper
records), and l32A-3-7 (authentication of persons and
information by electonic signattres), are effective when
the act becomes law.

Page 14.





LEGISLATIW PROPOSAL #3

AN ACT TO IIIAKE NECESSANY TECHNICAL CORREC?/ONS TO CHAPTER 442 OF
THE 1997 SESSION LAWS, "AN ACT TO ESTABLISH ADVN,ICED INSTRUCTION FON
MENTAL HEALTH TREATMENT."

Short Title: Advance Directives Corrections

Statute Affected: Article 3 of Chapter L22C by adding a new Patt 2, Advance
Instruction for Mental Health Treatment.

Ageney Affected: Department of Health and Human Senrices

Interested Parties: health care providers, people with mental illness, lawyers,
mental health advocates

Explanation of Proposal: The legislation is intended to address practical concerns
related to implementing the recently enacted "Advanced
Instructions for Mental Health Treatment".

Appropriations and./or Fees: No.

Effective Date: When the act becomes law.
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Short Title: Advance Directives Corrections. (Public )

Sponsors:

Referred to:

A BILL TO BE ENTTTLED
AN ACT TO MAKE NECESSARY TECHNICAL CORRECTIONS TO CHAPTER 442 OF

THE L997 SESSION LAWS, "AN ACT TO ESTABLISH ADVANCE TNSTRUCTION
FOR }{ENTAL HEALTH TREATMENT'', AS RECOMMENDED BY THE JOINT
LEGISLATIVE HEALTH OVERSIGHT COII{MITTEE.

The General Assenbly of North Carolina enacts:
Section 1. Chapter 442 of the L997 Session Laws is

amended to make necessary technical corrections.
Section 2. This act is effective upon becoming law.





LEGISLATIW PROPOSAL #4

AN ACT TO CREATE PROWDER SPONSORED LICENSING,

Short Title: PSO Medicare Licensing

Statute(s) Affected: Adds a new Article (17) to Chapter 1318 of the General
Statutes
G.S.58-67-10&)

Agency Affected: Department of Health and Human Senrices and the
Department of Insurance

Interested Parties: health care providers, payers, Medicare beneficiaries,
HMOs and other managed care plans.

Explanation of ProposaL The proposed legislation would authorize the Department
of Health and Human Senrices, acting through the Medical
Care Commission, to lieense provider sponsored.
organizations as risk bearing entities to contract with
Medicare to provide health cnre sendces to Medicare
benefi.ciaries enrolls in the Medicare+Choice Plan.

Appropriations:

Fees:

PSO's will be required to pay the Department 9250.00 fee
for frling an application for a license; $500.00 fee for each
annual renewal; and $100.00 fee for frIing each quarterly
report.

Not specified on the bill. Fiscal note is pending.

Effective Date: July 1, 1998.
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Short Title: PSO Medicare Licensing. ( Public )

Sponsors:

Referred to:

A BILL TO BE ENTITLED
AN ACT TO CREATE MEDICARE PROVIDER SPONSORED ORGANTZATION

LICENSING.
The General Assembly of North Carolina enacts:

section l. chapter 131E of the General statutes is
amended by adding a new Article to read:

"Articre 1?. . Provider sponsored orqanization. Licensing.
"S 1318-275. General provisions.

(a) The General Assemblv acknowledqes that section 1855, et
seQ. ' of the federal Social Securitv Act oermits orovider
sPonsored orqanizations that are orqanized and licensed under
State law as risk-bearirlg entities, or that are otherwise
certified as such bv the federaL_qovernment, to be eliqibl.e to
offer health insurance or health benefits coverlqe in each State
in which the provider sponsored orqanization offers a
Medicare+Choice plan. rhe General Assernblv declares that
trrovider sponsored orqanizations are beneficial to_ North Carolina
citizens who are l.ledicare bengficiaries and should be encouraqed,
subiect to appropriate requlation by the Department_of Health and
Human Services, actinq throuqh the Medical Care Conmission. The
G€n€ral Assemblv further decl-ares that, because provider
sDonsored orqanizations provide health care directlv and assume
resoonsibilitv for the provision of Health Care Services to
Medicare benef iciaries urlsler the requilements of the federal
Medicare proqram, thev regui{:e different requlatorv oversight to
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protect the public than health maintenance orqanizations and
insurance companies. The General Assernblv further declares that

nd operators of orovider nsored orqanizations
which are sed under thq tefEs of this Article as risk-
bearinq entities authorized to contract directlv with the federat
Medicarerchoice proqram sbarr not be subject to chapter 58 or
insurance laws of this State, unless otherwise specified in this
ArticIe.

forth in this Article, the t of Health
Human Services, actinq throuqh the Medical Care Commission, shall
be the aqencv of tbe State authorized to license provider
sponsored orqanizations to contract with Medicare to provide
health care services to Medicare beneficiaries and to enqaqe in
the other related activities described in this Article.

(cl Each provider sponsored orqanization shall obtain a
license from the Department or shall otherwise be certified bv
the federal qovernment prior to establishinq, maintaininq, and

ratinq a an in this State for icare+Choice

"S 1318-276. Definitions.
As used in this Article, unless the context clearlv inplies

otherwise, the followinq definitions applv:
( 1 ) "Beneficiarv" or "beneficiaries" means a

beneficiary or beneficiaries of the Medicare+Choice
proqram who are enrolled with the provider
sponsored orqanization (PSO| under the terms of a
contract between the PSO and the Medicare program.

LaI "Commissioner" means the Commissioner of Insurance
of North Carolina.

(3) "Current assets" means cash, marketable securities,
accounts receivable, and other current items that
will be converted into cash within 12 months.

(4) "Current liabilities" means accounts pavable and
other accrued liabilities, includinq pavroll,
claims, and taxes that will need to be paid within
12 months.

( 5 ) "Current ratio" means the ratio of current assets
divided bv current liabiLities calculated at the
end of anv accountinq period.

(6) "Department" means the Department of Hea1th and
Human Services actino throuqh the North Carotina
Medical Care Commission.

(71 "Emerqencv services" shall have the same meaninq as
for that tern defined in G.S. 58-50-61(a)(5).

beneficiaries.

Page 2 98-LFzx-018 ( 4. r7 )
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protect the_public t4gn health maintenance orqanizations and
insurance companies. The General Assenblv further_declarej; that
the orqanizgrs and operators of provider sponsored orqanizationg
which are licensed under the terrns _of this Article as _risk-
bearigq entities authorized to contract directLv with tlre federal
Me_dicare+Choice proqrarn shall not be subiect to Chapter 59 or the
insurance _laws of this State, unless otherwise specified in this
ArticIe.

(bl As set forth in this Article, ttre Department of Health ans!
Human Services, actinq throuqh the Lledical Carg Commission, shall
be the aqencv gf the State authorized to license provider
sponsored orqanizations to contract witll Medicare _to provide
health care j;ervicgs to Medicare beneficiaries and to elrqaqe in
Lhe other related activities described in this Article.

(cl Each orovider sponsored orqanization shall obtain a
license from ttlg Departnent or shall-gtheryise be certified bv
the federal covernment prior to establishinq, maintaininq, and
operatinq a health cgre olan in this Stale for_ Medicare+Choi_ce
beneficiaries.
"S L3lE-276. Definitions.

As used in this-Article, unless the context clearlv impli.es
otherwise, the followinq definitions applv:

( f ) "Beneficiarv" or "beneficiaries" means a
beneficialv or benejlciaries of the lledicare+Choice
proqran who are enrolled witE the provider
sponsored orqanization (PSO) under_the t_erms of _a
contract between the PSL ang_lhe Medicare proqram.

t)\ "Comnissioner" means the Connissioner of Insurance;i
(3) ffiear,s cash, *arketable securities,

acgounts receivable, end other current j-tens that
will Le converted into cash within 12 months,

( 4 l 'surrent liabilities " means accounts pav*Je and
other accrued Iiabilities, includinq _pavroll,
claims, and taxes that will need to be paid within
12 months.

( 5 ) "Current ratio" means the rati-o of current assets
divided bv current liabilitles calculated at the
end 9f qlrv accou-ntinq period.

(6) "Department" means the DeDartment of Health and
Human Services actinq throuqh the North Calolina
Medical Care CommissioL

( 7 ) "Emergency se[yiqqgl__E_hqll hgve the same neaninq
for that term defined in G.S. 58-50-61(a)Ll).
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l-U "Health Care Deliverv Assbts" mean,s anv tangible
asset thal is part of a PSO operation, includinq
hospitals, medical facilities, and their ancillarv
equipment, and anv propertv that mav reasonablv be
reguired for ttre PSO's principal office or for anv
purposes that mav be ngcessarv in the transaction
of the business of the PSO.

l-9_I "Health plan contract" or "Medicare cont,ractf' means
a PSO' s _direct contq€rgt with the United States
Department of Health and Human Services under
section 1857 of the fedgral Social Securitv Act.

( 10 ) "Out-of -network servic_es " _mgaJrs health care iteE
or services that are covered services under a PSO's
Medicare contract and that are provided to
benefic_iaries bv health care providers that are not
participatinq providers in the PSO's network of
health care providers.

(11) "Parent of a sponsorinq provider" means the public
or private entitv that owns or controls a
controllinq interest in the sponsorinq providsr or
that has the power to appo=Lnt a controllinq_nunber
of the qoverninq board of a gconsorinq provider or
that has the power to direct the manaqement policv
and decisions of thejpllgnsorinq provider.

(12) "Provider" or "health care orovider" means: (rr
anv individual that is enqaqed in the deliverv ct
health ca_re services and that is rpguired bv Nor:t
Carolina law or requlation to Le licensed to enqaer.
in the_deliverv of these health care services and
is so licensed; (iil anv entitv that is enqaqed in
the deliverv of health -care services and Llrat is
reguired by North Carollna llw or reoulation to be
licensed to_enqaqe in the deliverv of these Lealthcare services and is so Iicensed; or (iii) anv
entitv that is gwned or control]ed entirelv bv
individuq-ls or entities described in subparts ( i )

or (iil of this definition.
( 13 ) "Provider sponsored orqanizetion" or "PSO" means a

public or private entitv domiciled in this State,
includinq a business corporation, a nonprofit
corporation, a partnership, a limited liabilitl
companv, a professional limited liabilitv companv,
a professional corporation, a sole proprietorship,
a public hospital, a hospital authoritv, a hospital

98-LFZX-018 ( 4.17 | Page 3
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lstrictr or a bod litic: I that
ablished or organized a heal care

or qroup
in which

of affil
sicians licensed tto

health care viders; I1

Chapter 90 of General S tes or
s of anrr state of United Sta comprLse no

less than fiftv percent (50E1 of the qoverninq
board or bodv, unless otherwise prohibj.ted bv lawi
(iiil that provides a substantiar proportion of the
services Ulrdeg each ltedicare contract
throuqh the vider or up of affiliated
roviders iv) in whlch the provider or

affiliatgd providers directlv or indirectrv share
substantial financial risk and have at least a
maioritv f ial interest. The iremen
subpart (ii) of this definition 11 not orecl
a PSO that includes a tax-exempt hospital frorn
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a bvlaw that s a veto for
the tax ital over a sof PSO
necessarv to maintain the hospital,s tax-exempt
status. A PSO shall not be out of compliance with
the reouirement in subpart (iil due to temporarv
vacancies on its qoverning board or bodv.

( 14 ) "secretarv" means the secretarv of the Department
of Health and Human Services.

( ls ) _ sortn roviders" of a P s the heal
care provider domiciled in this State tJr,at assumes,
or srouD of affili health oviders
directl indirectl subst
financial risk in the pSO and that has at least a
naioritv financial interest in the pSO.

(16) "Substantial prooortion of the services", as that
in c.S. 1.318-276(nrm as used an c.S. 1318-276(n) and G.S. 13lE-

309(a), means at least seventv percent (T0E), or
sixtv percent (60%) for PSOs whose beneficiaries
resj-de primarily in rural areas, of the annual cost
of health care services.

( 17 ) A health care provider is affiliated with another
provider if throuqh contract, ownership, or
otherwise, when: (i) one provider directlv
controls, is controlLed by, or is under common
control with the other provider; (ii) each provider
participates in a lawfu1 combination under which
thev share substantial financial risk for the

Page 4 98-LFzx-018(4.17)
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district, or g bodv politic: _ (i) that is
established or orqaLized bv a health care provider
or qroup of affiliated health cgle providerff (iil
in which phvsicians licensed pursuant to Article 1
of Chgpter 90 of the general Statutes or to the
laws of anv state of the_United States comgrise no
I_ess than f iftv pelcent ( 59t I of the qoverninq
board or bodv, unless otherllise prohibited bv law;
(iii) that provides a substantial proportion of the
services under each Medicare qontract directlv
throuqh the provider or qroup of affiliated
providers; and (iv) in which the provider or
affiliated providers directlv or indirectlv sharg
substantial figancial risE and have at least a
maioritv financial interest. The requirement in
subpert (ii) of this definition shall not preclude
a PSO that includes a tax=exemp! hospital -fromadoptinq a Evlaw provision that provides a veto for
the _tax-exenpt hogoital Jrver actions of _the PSO
necessarv !.o mainta_in the hospital, s tax-exeqElt
status. A lSO shall not be out of coEcliance with
the reouirernent in subpart (ii) due to temporqlv
vacancies on its qove_rning_board or bodv.

( 1.4 I "Secretarv" means the Secretarv of the Department
of Hea1th and Human Servicgs.

(15) "Sponsorinq providers" of g PSO means the health
care provider domiciled in this State Fhat assumes,
or qroup of affiliated heglth care providers that
directlv or indirectlv shares, substantial
financial risk in the PSO and that has at least a
maioritv financial interest in the PSO.

(16) "SubstantiaL prgportion of the services", as that
terrn is used in G.S. 1318-275(n) and G.S. l.3LE-
309(a), means at lqast seventv percent (708), or
sixty percent (60?)_ fol PSOs whose beneficigries
reside primarilv in rural areas, of the anlual cos-t
of health care services.

( 17 ) A health care provider is affiliate9 with another
provider if throuqh contract, ownership, or
otherwise, when: ( i ) one provider dits:ctlv
controls, is controlled bv, or is under comrnon
control with the othel provider; (ii) each provider
participates in a lawful cogrbination under which
thev share substantial f_ilancial risk for the
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orqanization'S operaEion; (iii) both providers are
part of a controlled group of corporations as
defined under s_ection 1563 of the Internal Revenue
Code of 1986; gr (ivl both providers are oart of an
affiliated service qroup under section 414 of this
Code. Control_is presumed if one party 9irectly or
indirectlv owns, controls, or holds the power to
vote, or proxies for, aL lejrst fiftv-one percent
(51?) -of the votinq or qovernance riqhts of
another.

"S 1L1E-277. Direct or indiregt sharinq of substantial financial
risk.

In order for sponsorinq providers to directlv or indirectlv
share substantial financial risk in the PSO, the pSO shall do gne
or nore of the folLowinq:

IU Provide services under its Medicare contryct at a
capitated ratei

(21 Provide desiggated services or classes of serviceE
under its Medicare contract for g predete{$ined
percentaqe of_premium or revenue froflLthe Eedicare
Drogram;

( 3 ) Use siqnificant finqlcial incentives for its
sponsorinq providers, as a qroup to achieve
specifigsl cost-containment qoals either bv:
a. Withholdino frorn all -soonsorinq 

providerl a
substantial anount of the compensg9ion due to
then, with distribution of thgt amount to -thesponsorinq providers based on perfolmance_ of
all sponsorinq providers in meetinq the cost-
containment qoals oJ the network as a whole;
or

b. Establishinq overall cost or utilization
tarqets for the PSO, with the -ltfgnsorinqproviders subiect to subsegu_ent- substag.tial
financial 5ewellds or penalties based on qrouP
performance in meetinq tle tarqets; or

lAt Asree to provide a complgx or extended course of
treatment that requires the substanti+I
coordinati-on of care _bv-sponsorinq providers in
different specialties offerinq a complementarv mix
of services, for a fixed, predetermined pavment,
when the costs of that course of treatment for anv
individual patient can varv qreatlv _due to _the
individual patj"ent's treatment or other factors; or

98,LFzx-018(4.17) Page 5
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(s) ree to anv o r arrangement the nt
determines to provide lqr the sharinq of
substanti4l financial risk bv the sponsorinq
providers.

s the inten f the General Assernblv to
+nngvative methods bv which sponsorinq providers can ?irectlv cx.
indirectlv share substantial- f!44nciar risk in tnJ pso in anv
Iawful manner.
"$ 131E-278. Aoolicabilitv of other laws.

(al Unless otherwise reguired bv federal law, provider
sDonsored oraanizations licensed pursuant to the terms of this
Article are exempt from all requlation under chapter i8- of ttre

s. PIan contr rovider contracts, and other
nts reL to the provisioq of covered services

these licensed networks or bv health care providers of these pSOs
when operatinq throuqh these pSOs shall likewise be exemot from
requLation under Chapter 58 of the General Statutes.
"g 1318-279. Approval.
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Unless otherwis
shall the a

ired federal law, the De t
State that sha1l license ovider

sponsored orqanizations that seek to contract with the federal
aovernment to provide health care services directlv to Medicare
beneficiaries under the MedicarefChoice proqran.

(b) Provider sponsored orqanizations which have been qranted a
waiver pursuant to 42 U.S.C. S 13951q:25(a\(21 , or any successor
ther€of, and which otherwise meet the requirements of the pSO,s
t'tedicare contract shall be deemed bv the State tq be licensed
und€r this Article for so lonq as the waiver or Medicare contract
renains in effect. The foreqoinq sharl not linit the
DeDartment's authoritv to requlate such PSOs and their respective
sponsorinq oroviders and affiliated providers as mav be permitted
in 42 U.S.C. S 1395w-25(a)(2)(G), or anv successor thereof, or
the PSO' s l'ledicare contract.

(c) The Department shall license a PSO as a risk-bearinq
entitv elioibfe to offer health benefits coveraqe in this State
to Medicare beneficiarieF if the pso compries with the
reguirements of this Article. This license shall be qranted or
denied bv the Department not lonqer than 90 davs after the
receipt of a substantiallv complete application for licensinq.
Within 4l davs after the Department receives. an apolication for
licensinq, the Departrnent sharr either notifv the aDplicant that
the application is substantiallv complete, or clearlv and
accuratelv specify in writinq to the applicant all additional
specific information required by the applicant to make the

of
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lLl Aqree to any other arranqenent that _the Department
determines to provide for the sharinq of
substantial financial__ risk bv _ the sponsorinq
providers.

It is the intsnt of the _General Ass_emblv to encouraqe
innovative methods bv which sponsorinq providers can directlv or
indirectlv share substantia] financig] risL in the PSO in anv
Iawful manner.
"S 1318-278. Applicabilitv of otber laws.

(a) Unless otherwise required bv federal law, provider
sponsored _orqanizations licensed pursuant to tle terms of this
Article are exempt from all requlation under Chapter 58 of tbe
Genera] Statutes. Plgn contractj, provider contracts, and olher
arranogmglts related _to the p_rgvision of covgred services bv
these licensed networks or bv health_care providers of lhese PSOs
when operatinq throuqh these PSOs shall Likewise be_exempt fron
regulation under Chapter 58 of lhe General Statutes.
"S 1318-279. Approval.

(a) Un1ess_ otherlliss reguired bv federal law, the Department
shall be the_ aqencv of the State that shall license providel
sponsored orqanizations that seek tp contract with the federal
qovernment to orovidet health care services directlv to Medicare
benef iciaries under the r!'ledicare+Choice proqram.

(b) Provider sponsored orqanizations which have been qranted a
waivg]r pursuant to 42 U.S.C. S 1.395w:?5(al L2), or anv succe_ssgr
thereof , and which otherwise meet the requirements of the PSOIs_
Medicare cogtract shall be deemed bv the State to_ be licensed
under this Article for so lonq as the waiver or Medicare contract
remains jn ef fect. _ The foreqoinq slErll not lirnit the
Department's authoritv to reoul-ate such PSOs and their respective
sponsorinq providers and affiliated providers as mav be pergitted
in 42 U.S.C. S 1395w-25(a)(2 )(G)' og anv successor thereof , or
the PSO's Medicare contract.

(c) The Department shall licegse a PSO as a risk-beariqg
entitv eliqible to offer health benefits coveraqe in this SLate
to Medicare_ beneficiaries if _ the 39O complies with the
requirements of this Article. This license shall be qranted or
denied bv the Department not lonqer than 90 davs after the
receipt _of a substanEiallv complete applicatlon for Iicensinq.
Within 45 davs aflej the oepartmen_t receives. sn application for
Iicensinq, -the Department sh+.11 either- noti-fv thg applicant that
the application is substantiallv complg.te, o-r clearlv and
accuratelv specifv in writinq to the applicant all additional
specific information required bv the applicant to make the
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aDolication a substantiallv cogcleted application. This aqencv
response shqlf set forth a date anE tjme for a rneetino within 30
dava after it is sent to the applicant, at which jr represeryEative
of the Department wilL explain with particularitv the additional
information reguired bv the Depgrtment in the response to make
the application substantiallv complete. The Deoartnent shall be
bound bv the response unless the Secretarv determines that it
must be modified in order to meet the purposes of this Article.
The-:9ecretarv shall not deleqate the authoritv to modifv the
resPonse. ff an applicant provides the additional information
set forth in the response, the application shall be considered
substantiallv complet* rf_the Depellnent has not acted on an
aDDlication within 90 davs after it is deemed substantially
comDlete, the Departmqnt shall 

-immediatelv 
issue a lisense to the

aDDlicant, and the applicant shal_} be conside_red to have been
Iicensed bv the Department. Arly reapplication which correcJs the
deficiencies which were specified bv the Department in lhe
response shall be approved bv the Department.

(d) For purposes oE determiryLnq, under 42 U.S.C. S 1.395w-
25(a)(2)B, or anv successor thereof, the date ol receipt bv the
state of a substantiallv conplgte application, the date the
DeDartment receives the applicant's written response to the
aqencv response or an earlier date considered bv the Department
hall be consider o be that date. The fore shaII

limit the Department's authority to consider elr application not
substantiallv complete under subsection (c) of this section if
the appricant's response to the response do.es not orovide
substantiallv the information specilied in the response.

( e ) The jtandards in G. S. 131.8-279 throuch G. S. 13LE-288 and
in G.s. 

-1318-290 
throuqh G.s. 1318-308 shalI applv to PSos,

unless federal 1aw specifies standards more favorable to PSOs or
unless otherwise preempted bv federal law.

( f ) L license shall be _denied onLv atler the Departrnent
complies with the requirements of G.S. 1318-312.
"S 1318-280. Applicents for license.

(a) Each application for licensinq as a provider sponsored
orqanization authorized to do business in North Carolina shall be
certified bv an officer or authorized represggtative of the
applicant, shall be in a foJm prescribed bv the Departnegt, and
shall be set fortlr or be acconpanied bv the followiry:

l-l-t A copv of the basic orqanizational docurnent, if
anv, of the _gpplicant and each sponsorinq
orqanization that holds qreater than a five percent
( 5% ) interest in the PSO, such as the articles of

98-LFZX-018 ( 4.17 ) Page 7
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incoroorati articles of nlz
hip a

licable do
of

nt, trust eemen
s, and all

byla rules
reto

tzL
ations or similar uments fan

requl the c tof nternal irs of
th" uppli".rrt ut d ...h 

"pon"oritto 
pro.rid"r rtti"lt

holds qreater than a five percent (Stl interest i;
the PSO;

I r.r ies of evidencin arr ts
between nt and each s sori rovider

create relationshi obli t
(41 list of resses, and official

po"ition" of o"r"otr" *ho 
"ra to b" t""oort"ibra fot

conduct of tbe affairs of the applicant and of
each sponsorinq provider that holds qreater tha-nJ
five percent (5tJ interest in the

ivel includi of
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spective of directors, boa of tru
execg,tive comrnittees, or other qoverninq boaids or
comml the or I officers in the
corporati and the tners or
case of a oartnership or associationi

(5) A copv of anv contract form made or to be made
betreen anv crass of proriders and the pso and i
copv of any contract form made or, to be made

tween third-part admini
consultants, or rsons listed in ]-t'tsLon

(61 A statement qenerallv describinq the provider
sponsored orqanization, its soonsorino providers,
its health care plan or p1ans, facilities, and
personnel;

(7) a of the ital licen f each s orr
provider that is a bqsBital, a copy of the license

ra
thetn

to practice medicine of each soonsorinq provider or
owner of a sponsorino provider that is a 1icensed
phvsician, and a copv of the health care service or
facilitv license held bv anv other licensed
sponsorinq provider;

lgt Financial statements showinq the applicant,s
assets, liabilities, sources of financial support,
and the financial statements of each sponsorinq
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LZI

incorporation, _articles of orqanization,
partnership aqreement, _trust aqreglnent, or other
appligable docurnents, ansljrll amendments thereto;
A copv of the respective bvlaws, rules and
requlations, or similar docgments, if anv,
requlatinq the conduct of the internal_ affairs of
the applicant and each sponsorinq provider which
holds qreater thq! a _five percg$t (5?) interest in
the PSO;
Copies of the document evidencinq the arranqementg
between the applicant and each sponsorinq provider
that create the re_lationships and obliqationg
described in G.S. l3lE-226(n);
A list of the names, addresses, and official
positions of pgrsons who are to be responsible for
the conduct o_f the affairs of the appllcant and of
each sponsorinq provider that holds qreater than a
five percent (5t) interest in the pSo,
respectiyelv, includinq all members of the
respective boards of directorl, boards o! trustees,
executive committees, or othqf qoverninq boards or
connittees, the prlrlgjlJral of f icers in the case gF a
corporation, and the partners or nembers in the
case of a partnership or associatiqgj
A copy of anv contract form made or to be made
between anv class of providers and the PSO and a
copy gf anv contract form made or, to be made
between third-partv administrators, marketinq
consultants, or persons listeL in subdivision (3)
of thij subsection and the PSO;
A statement qenerally_Sescribinq the provider
sponsored orqanization,_rtLs sponsorinq providers,
its health care plan og_pLans, facilities, and
personnel i
A copv of thg hospital lisense of each sponsorinq
provider that is a hospital, a copv of the license
to practice medici.ne of each sponsorinq provider or
owner o{ a sponsorinq provider that is a licensed
phvsician, and a copv of the health care service or
facilitv license held bv anv other licensed

(31

(41

(s)

(5)

u)

sponsorinq provider;
(8) Financial statemenE; showinq the applicant's

assets, liabilities, sources of financial supoort,
and the financial statements of each sponsoring

L4
15
16
L7
18
t9
20
2L
22
23
24
25
26
27
28
29
30
31
32
33
34
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36
37
38
39
40
4L
42
43
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5?) interest in the pSO showi sDonsor
provider's assets, liabilities, and sources of
support. If the appLicalt,s or anv such sponsorinq
provider's financial affairs are au{ited bv
independent certified public accountants, a copv ol
the applicant's or sponsoring - provider,s most
recent reqular certified financial statement sha.ll
be consider to satisfv t unI

L9J

the Departnent directs that _additional or more
recent financial information is required for_the
proper administration of this Article;
ff the applicant's obliqations under G.S. 1318-282,
1318-283, 1.318-297, 1318-298, or t31E-299 are
quaranteed bv one or more quarantors, financial
statements showinq each quarantgr,s assets,
liabilities, and sources of financial supDort. rf
a quarantor's financial affairs are audited bv
independent certified public acgountants, a coov
of the gualgrtor,s most recent reqular audited
financial statement shall be considered lgr satisfv
this requirement unless the Departnent directs that
additional or more recent financial information is
required for the prEcer administration of this
Article;
A financial plan, satisfactorv to the Department,
coverinq the first L2 months of opefation under the
PSO's Medicare contract and_ which meets the
requirenents of G.S. 131E-283. _If the financial
plan proiects losses, the financial plan must cover
the period throuqh 12 months bevond the proiected
breakeven;
A statement reasonablv describinq the _qeoqraphic
area or areas to be served;
A description of the procedures to be implemented
to meet the protection aqainst insolvencv
requirements of G.S. 131E-298; and
Anv other information the Department mav require
to make the determinations required in G.S. 1.318-
282.

(10)

(bl The Deoartment mav adopt rules exemptinq from the filinq
reQuirements of subsection (al of this section those items it
considered unnecessary.
"S 1318-28L. Additional Inforrnation.

provider that holds qreater than a five percent

98-LFZX-018(4.17) Page 9
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nurnUG ana

(a) rn additi?t to the ,infornation filed under G.s. l3lE_
?-99!u) r "u"h uooli"utior rhurr ir"\td" . o"""rio@
followinq:

l-Lr rh" prooru* to b. r".d to "rurrut" *h.th.J theffi

LU The proqram usqd to evaluate whether the sponsorinqproviders providers provide J
of services under eagtr__Mediggrq-contract of the
PSO;

lJ-I The proqfam to be used f or verj.fvinq provider
credentials;

l_{_L The utili?alion_ Teview proqrarn for the review andcontrol of health care services providEd-6il-a16

sof viders, to assure that all rreatJE-EGrvices will be ssible without unreasonable
delav;

for bv the applicant;

I
2

3

4

5

6

7

I
9

10
11
t2
13
14
15
16
l7
18
1.9

20
27
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44

throuqh the health care planr and
1|AI The applicant,s network of sponsori

(5) The litv ma nt proqram to e otare and hea_lth cage services mana and ided

oviders
iders evi-de oft ilir

tha network iAe all health servir than t-of-n rk services a eme
gervrlsg to the applicant'J-prospective
beneficiaries.

The tment romul rules tions
urrements f subdivi

items it deems unnecessarv.
"S 131E-?82. fssuance of license.

Before issUing_-gnlS_Uqh License, the

from t ili those

may make
such an tion or inv t.ion as i ems ex

rtment sharl issue a license after rec€ipt of a suustantiarl
l-ete application, u he pavment qf the application fee

Drescribed in G.S. 1318-307and upon satisfaction of the-]o11owG
reguirements:

(1)

(21

The applicant is dulr or,ranized as a provider
ored orqanization as defLnedsponsored orqanization as deflned bv the Article.

That PSO has inltialIy a minimum net hof
one million five hundred thousand dollar

1,500,000). In the event the pSO submits a
financial plan that demonstrates that the pSO doei
not have to create but h{s or has availabre to it

Page 10 98-LFZX-018 ( 4.17 )
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(al In addition to the infonnation filed under GrS. 13lE:
280(al ' each application shall inclE{e a description of the
followinq:

(11 The prgqram to be used to evaluate whether the
applicant.'s network of sponsorinq prgviders _and
contracted providers is sufficient, in numbers and
tvpes of providers, to assure that all health care
services will be accessible without unreasonahle
delav;
The proqran used to evaluate whether the sponsorinq
providers providers provide a substantial portigg
of seEvices under _each Medicare contract of the
PSO t
The proqram to be used for verifving proqlderr-:l-
credentials;

/d'l The utilization revieg-proqranlfor the review andurL 
;ffiffiealth care services orovided or oaid

L|-L The oualitv EaJraqement proqram to assure qualitv of
care and health care services manaqed and proviSled
tlroLqh the health care plan; and

(6) The applicant's network of sponsorinq providers and
contracted providers and evidgnce of the abiliEz of
that netygrk to provide all health care seevices
other than out:of-network services and emerqencv
services to the applicant's prospective
beneficiaries.

(b) The department mav prornulqate rgles and requlations
exemptinq from the fililo reguiremgnts of subdivision (a) those
items it deems unnecessarv.
"S 1318-282. Issuance of license.

(a) Befoge issuinq anv such license, the Departnent mav make
such an exarninafion or investiqaLion as_it de_ems expedient. The
Department shall issue a license after receipt of a substantiallv
comDlete applicatiq!, upon the pavment of the _application fee
Drescribed in G.S. 131.E-307and upon satisfaction of the followinq
reguirements:

( 1 I The applicant is dulv orqanized as a pgovideJ
sponsored oLqanization as defined bv-lhe Article.

lzL That thg PSO has initiallv a ninimun net worth o_f

one million f ive lrundred thousand -dollars_($1,500,000). _ Jn Lhe event the PSO sgbmits a
financial plan that demonstrates that the PSO dges
not have to create but has or has_available to it

!2I
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an adninistrative infrastrugEure that shall reduce
the PSO's start-up costs, the Department mav lower
the initigl mj-nimurn net worth required to one
nil]ion dolLars (JL,000,0001 or to anv lower amount
as detennined bv the Department if the PSO operates
prirnarilv in rural areas.

lJL The PSO sha1l have at least seven hundred fiftv
thousand dolLars (9750,000) in cash or equivalents
on it,s balance sheet, except that the Department
mav permit a PSO operating rrrimarilv in rural areas
to have a }esser amount held in cash or equivalents
on its balance sheets,

(4) The applicanl subnits a financial olan satisfactorv
to the Department which covers the first !.2 months
of operation of the PSOjs Medicare contract and
which meets the fequirenents of G.S. 131E-283. If
the plan pro'iectE losses, the financial glan shall
cover the period throuqh 12 monthg bgvond pfoiectesl
break-even.

(5) The Department detgrmines that lhe applicant has
sufficient cash flow to neet its obliqations as
thev become due. fn makinq that determination, the
Department sball consider the fol_Iowinq:
€1. The timeliness of pavmenti
b. The extent to which the current ratio is

maintained at oryl to one, oE_whether there is
a chanqe in tle current ratio gver a perio{ of
time; and

c. The availabilitv of outside financial
resources.

(b) In calculatino the net worth of a PSO, the Department
shal1 adrnit the followinq:

(|I One hundred percent (100?) of the book value of
heaLth cale deliverv as_sets on the balance sheet of
the applicant.

(21 One hundred percent ( 100L) of the value of cash and
cash qquivalents on the balance shegt of the
applicant.

l_:-t If at least one million dollars (lI-000,0001 of the
initia_I rninimun net worth requirement is mq-t bv
cash or cash eguivalents, then one hundred percent
(100?) of the_book fialue _of the PSO's intanqible
assets up to twentv peJcent ( 208 ) of the minirnum
net worth amoul:t rgguired. If less than one

15
16
t?
t8
19
20
2L
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25
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28
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31
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37
38
39
40
4L
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nilLion dollars 1,000,000) of the initial mini
net worth nt is me cash or cash

"!ni*rul"t t" or if th" p"putt*"ttt hur ,r"Ld it"
discretion to reduce the i4itiar net worth
t.qnit"*"tt bg]gr or" *itlior fire hotdi"d-tE;G;A
dollars {$1,500,000}, then the OepartnFnt shall
adnit one hu rcent (100?) of the k val

L

2
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I
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of intanqiblq assets of the pSO uD t ten
10t ) of nrn:-lqqm net worth amount r uired.

LU! accounti inciples tment
I other assets of the p not us an

deli lth care the of
the minimum net worth requirement.

(5) Deferred acquisition costs shall not be adnitted.
"S 1318-283. Financial plan.

a) The financia] shall incl the fol}
(1) A detailed marketinq plan;
tzl statements of revenue and exDense on an accrual

basis;
!|). Cash flow statements i
(4) Balance sheetsi and
(s) sumotions in rt of the ial

In the financial the P I demons that i
has resources avaiLabl meet the ected I es for the

iod to break Exce for the use of ranties
ided in subsect of this section, letter of credi s
ided in sub of this oDr and r means as

rovided in subsection of this the re
assets on the bala sheet of the PSO in a form that is ither
cash or co cash in a manner rsuant to the
financial p1an.

Guaranties shall cceptable as a resource meet
proiected losses, under the followinq conditions:

(1) For the first vear of the pSO,s operation of the
PSO's Medicare contract, the quarantor must provide
the PSO with cash or cash equivalents to fund the
proiected losses, as follows:
a. Prior to the beqinninq of the first guarter,

an t of the osses for t
first two guarters;
Prior to t inninq of the nd quarter
in the amount of the pro'iected losses through
the end of the third quarter; and

Page L2

b.
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net worth uirement cash or cash
equivalents or jlf the Department has used its
discretion to reduce the initlal net -worthreouirenent below one nillion five hundred thousand
dollars (51,500,000), then the Department shall
admit one hundred percent (100*) of the book value
of intanqible assets of the- PSO up to ten percent
( 10t I of the minirnun net worLE anoult Eequired-

(4) Sthndard accountinq pringiples treatment shall be
qiveg_to other assets of the PSO not used in the
deliverv of health care for the purooses of meetinq
the minimum net worth requiremeLt.

(51 Deferred acquisition costs shall not be admitted.
"S 13Ui:293. Financial plan.

(a) The Einancial plan shall include the foll-owinq:
( 1) A _d*-aiLed lnark-etinq plan;
(21 Statements _of revenlre and expense on an accrual

basis;
1!"I Cgjih flow stLtements;
(4) Balance sheetsi and
(5) Thg assumptions in support of the financial olaL.

(b) In the financial olan, the PSO shall demonstrate that it
has the resources available to rneet tlle proiected losses for the
entire period_to break even. Except for the use of Quaranties as
provided in subsection (c) of ttris section, Ietters of cfedit as
provided in subsection fd) of this section, and other means as
provided in subsection (el of _this section, _tJre resources nust be
assegs on the balance sheet of the PSO in a form that is either
cash or convertible to cash in a timelv-manner, pursuant to the
financial plan.

(c) Guaranties shall be acceptable as a gesource to meet
proiected losses,_under the followinq conditions:,

(11 For the firgt vear of the PSO's operation of ther:-L 
il67ffir.jorrtru"t, th" orruturrtot *ort otorrid.
ffi or castr equivareLts Jo runa-the
proiected losses, as follows:
a. Prior Lo the beqinninq of the first guarter.

in the- amount -of the pro'iected losses foJ the
first two guartersi

b. Prior to tLe beqinninq of the sgcond suartef'
in the anoqnt of the proiected losses t-Irrouqh
the end of the third quarter; aLd

rnillion dollars 15!,000,0001 of the inltial gininun

Page L2 98-LFZX-01.8 ( 4.17 )





GENERAL ASSEUBLY OF NORTE CAROLINA sEssroN t997

1 c. Prior to the beqinninq of the third quartel,
2 in the anount of the proiected losses throuqh
3 the end of the fourth quarter.
d t'- 1|I If the quarantor p]:ovides the cash or cash
5 equivalents to the PSO in a timelv manner on the
5 above schedule, this fundinq shall be consislered in
7 compliance with the quarantor's commiilrnent to the
8 PSO. rn the third quarter, the PSo shall notifv
9 the Departrnent if the PSO intends to reduce the

L0 period of fundinq of proiected losses. The
11 Departrnent shall notifv the PSO within 60 davs of
t2 receivinq the pso's notice if the reduction Lq_not1.3 acceptable.
14 /3J If the above quarantv reqqirements are not met, the-u15 Department mav take _appropriate jrction, such as
L6 requirinq furylinq of proiected losses throuqh means
L7 other than a quarantv. The Department retains
18 discretion wLich shall be reasonablv exercised to
19 require other methods or timinq of fundinq,
20 considerinq factors such as the financial condition
2L of the qqarantor and the accuracv of the financial
22 p1an.
23 (d) The Department mav modifv the conditions in subsectign (c)
24 of this section in order to clalifv the acceptabili_tv of qgarantv
25 arranqements.
26 (e) An irrevocable, clean, unconditional letter of credit mav
2? be used in place of cash or cash equivalents if satisfactory to
28 the Department,
29 (f) If approved bv the Department, based on aplgropriate
30 standards promuLqated bv the Depgrtment, PSos may use the
31 followinq to fund proiected losses for periods aftgr qle first
32 vear: lines of credit from requlated financial institutions,
33 leqally bindinq aqreenents for capital contributions, or gthej
34 leqallv bindinq contracts of a similar leve! of reliability.
35 (g) The exceptions in subsections (cl, (d), and (e) gf this
36 section may be used in an appropriate combination or seqgence.
37 "$ 1318-284. Modifisations.
38 (al A_jrovider sponsored orqanization shall file a notice
39 describinq_any significant chanqe in the information reguired by
40 the Deoartment under G.S= 1318-280. Such notice shalL be filed
41 with_the Department prior to the chanqe. I9 the Department does
42 not diiapprove within 90 days after the filinq, this modification
43 shall be considered approved. Chanqes subiect to the terms of
44 this section include expansign oL service area, addition or
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deletion of sponsorin viders t-n rovider ract
forms ouD contr the I

E
d tion of risk isiqnificantl c ed, and other s that the rtment

descr in ted rules. Every PSO shall report tothe rtment for the nt's information material c esln networl! of sponsori affiliated vidersf services beneficiaries enrol ed with P the additior deleti ofa r_care ts of P or aninformation the Department ma ire.
be filed with the tment within
of rted

nt all nt chan
that are required this cIe
Department.

considers unnecessary.
"S l3l.E-285. Deposits.

The Department t1 rre
sand doll 100,000

This inf tion hall
aft r implementation

PSO shall file with the
the info tion or forms
to be filed with

it of hu red
for all vider

1
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9

10
11
T2
13
14
15
16
L7
18
19
20
2L
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
4L
42
43

organizations. Said depogits shalt be incLud in
"ul"nlutionr of a pSO," or uppli.atrt," rrat orortf,

(bl AlL deposits required by this leEti shal bean acco e with
Department.
"s L31E-286. inq financial

ures_ established the

rds

otherwise lded in s

inni the first da fo rati of the and excPSO
d of this ions

PSO shall maintain minimum net worth al to the reater of
the followinq amounts:

LU One nillion dollars (S1,000,000t;
(21 rwo percent (2%) of annual premium revenues .=reported on the most recent annual financial

statenent filed with the Departrqen! on the fi;st
one hundred f@g t$150,000,000t of

remlum lt) of

( 3 ) An amount egua] to the sum of three nonths
ulcqyere@enditures as reported on
the most recent financial sta nt filed with the
Deoartmenti

the premium in excess of one hundred fi
glollars ($150,000,000) ;

Page 14

( 4 ) An amount equal to the_gum of :
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deletion oL sponsorinq providers, chagqes in provider contract
forms, and qroup contract forms when the distribution of risk is
siqnificantlv chanqed, and anv other chanqes that the Department
describes in properlv adopted rules. Everv_PSO shall report to
the DepartEnt for the Departmglrt's information material chanqes
in the netwo{k of sponsorinq_providers and affiliated pro_viderg
of services to beneficiaries enrolled with the PSO, the addition
or deletion of anv lledicare contracts of the PSQ or anv otheg
information the Department mav require. This information shalf
be fifed with the Departnent withig 15 davs after implernentation
of the reported chanqes. Every PSO shell file _wlth -theDepartnent aJf subseouent chanqes in the information or_ forms
that are required bv this Article to be filed with the
Department.

(b) The Department mgJ adopt rules_exemptinq from the filinq
requirements of subgection (a) of this section_those items it
considers unnecessarv.
"S 13lE-285, Deposits.

(a) The Department shall require a deposit, of one hundred
thousand doLlars ($100,000) for aII proviger sponsored
orqanizations. Said deposits shall be included in__the
calculations of a PfFO,s or applicanlls_net worth.

( b l All deposits required bv this section shall hEr,
administered in accordancg with procedures established bv the
Department.
"S 1318-286. Onqoinq financial standards 

= 4gt worth.
( a ) Beqinninq the f irst dav of operation of the PFo and e:lggjct

as otherwise provided in subsection (dl of this section, ryerv
PSO shall maintain a minirnum net worth egual to the _qreater ot
the followinq angunts:

GL One million dollars ($1,000,000);
(21 Two oercent (2?) of agLual premium revenues as

reported on the most recent angual financial
statement filed with the Departrnent on the first
one hundred fifty 4r:i11ion dollars ($150'000'000) of
premium and one percent ( lt ) _gf annual premium on

dollars ($150,000,000 l ;
( 3 ) An amount equal to _the sum of three months

uncovered health care expenditures as reported grn

the rnost recent fingncial statement filed with the
Department;

(4) An amount equal to the sum of:

Page 14 98-LFzx-01.8 ( 4.17 )
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a. Eiqht pelcent (8?) of annual health care
expenditures paid on -a noncgpitated basis to
nonaffiliated providers as reported- on the
most recent financial staternent filed with Eh-e
Departnent; an9

b. Four percent (1*l of annual health care
expenditures paid oI_ a capitatsd basis to

I nonaffiliated providers plus annual healElt
9 cgre_expelrditures paid_on a noncapitated basis

10 to affiliated-providers; aqsl
11 c. Zero percent (0t) of annual 

-health 
care

12 expenditures paid on a capitatftd basis to
13 affiliated providers reqqfdless gf downstrean
14 arranqements fgom-the af f iliated provider.
15 Lb) In calculatinq net worth, Iiabili'gies shall not include
15 fullv subordinated debt or subordinaJed liabilities. For
1.7 purposes of this provision, sgbordinated liabilities are claims
L8 liabilities_gLlrerwise due to providers that are retained bv lhe
19 PSO to meet net worth reguirenents and are ful]v subordinated to
20 all creditors.
2L (c) In calculatino net worth for purpores of this section, the
22 items described in G.S. 1318-282(b) shall be admitted, except as
23 follows:
24 (1) For intanqible assets, if alleast the qreater of
25 one million dollars_ ($1.,000,0-00) or sixtv-seven
26 percent (67%) of the olqoinq ninimum net worth
27 requi{srment i-s met bv cash or cgsh _equivalents '28 then the oepartmglt shall adnit the book value of
29 intanqible assets up to twentv percent (208) of the
30 minimum net worth amount required. If less than
31 the qreater of one million dollars ($1'000,000) or
32 sixtv-seven percent (67t) of the onqoinq minimum
33 net worth regui-rement is met - bv Sgsh or cash
34 equ-Lvalents, then the -gepartnen.t shaf I admlt the
35 book value of intanoible assets up to ten percent
36 ( l0? ) of the minirnum Et worth amount requiredi and
37 (21 Deferred acouisi-tion costs shall not be adnitted.
38 (d) The Depgrtment nav lower the minimum onqoinq n€t worth
39 tLreshold for BSOs that Ererate prlmariLv in rural areas:
40 (e) Durinq the gtart-up phase of thg PSO, the pre-break-even
41 f inancial plan requirements s_Irall apply. After the point of
42 break-even, the financial plan requirement shalI address cash
43 needs and the financj-nq reqr.Ulred for the next t]tree vears-
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PSO, or
t, did not earn net ooera

sEssroN 1997

Iug during therecent fi ear, the P hal1 submit a financial
sati-sf acto the Department, meetinq all
established for the initial financial plan.
"S l31E-287. Reportinq.

The PSO shal e with

irements

financi t informatirelatinq to PSO solvency standards described in this Article
accordinq t,o the folLowinq schedule:

LU On a quarterlv basis until break-even; and
ILL

ru
annual basis after break-even, if

a net operatinq surpLus; or
r1y or monthl

tment, dfter break- PSO
no!_Llve a net operating surDlus,

"S 1318-288. Liquiditv.
a) Each PSO shall have sufficient cash flow meet its

ified
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obliqations

followinq:
(1)
(21

become du In determin
I the Departnent

ility of a
consider the

The extent !9 which the current ratio is main
ne to ole or whelher there is a cha

current ratio over a period of time; and
(31 The availabilitv of ide financ

(bl The followinq correspondinq remedies applv:
( I ) If the PSO fails to iqations as

due, the he
tt

PSO to
verduee correcti

obliqations.
tzL The Department ma r the PSO to initi

corrective action if of the followi
evident: (i current r
siqnificantlt; or (ii) a continued dorn*oard trend
in the current ratio. The co ve action
include a chanqe in the distribution of assets, a
reduction of liabiliLtes t ot alternative

to secu additional
feguirements to restore the current ratio to one to
one.

( 3 ) If there is a chanqe in the availabil.itv of the
outside resources, the Department shall reguire the
PSO to obtain fundino from alternative financial
resources.

!
a

hall
tion

The timeliness of pavment;
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( f ) If a PSO, or the lgqal entitv of wLigh the PSO is- a
component, did not earn a net operatinq surplus durinq the most
rgce+-t f iscal vear, the PSO shal] submi! a f inancial plan,
satisfacto5v to the Department, meetinq all_gf the requirements
established for the initigl financial plan.
"S 1318-287. Reportinq.

The PSO shall file wit! the oepartment financial inforrnatio+
relatinq to PSO solvencv standards described_ in this Article,
according to the_followinq schedule:

J-lI 9n a quarterlv basis until break-eveq; and
l2I On an qnnual basis after break-even, if the PSO has

a net operatinq surpluEi or
l-:-I On a quarterLv or monthlv basis, as specified by

the Departnent, after break-even, ilthe PSO does
not have a net operatinq surplus.

"S 1318-288. Liquiditv.
(a) Each PSO shall have sufficiglt cgsh flow to meet its

oblioations as thev becone due, In €germininq the abilitv of a
PIO to meet this requirernent, !.he pepargment ghall gonsider the
followinq:

( 1l The timelinqj;s of _pavlrent;(2\ The extent to which the _cgrre4 ratio is maintained
at one to one or whether there is a chanqe_ in the
current ratio over a period of time; and

(3) The availabilitv of outsjide-financial iesources.
(bl The followinc correspondinq renedies applv:

( 1 ) If the PSO fails to pav oblioations as thev become
due, the Department shal1 reguire the PSO to
i-nitiate corrective action to pay all overdue
obliqations.

.1||I The DepartmeJrt rnav require thg PSO to initiate
corrective action if anv of the followinq are
evident: (il the currgnt ratio declines
siqnificantlv; or (ii) a continued downwaqd trend
in ttre current ratio. 3he corrective actlon mav
include a chanqe in the distribution of assets,- a
reduction of liabilities, or alteqlrative
arranqements to secure additional fundinq
requirements to restore the current ratio to one to
one.

l_Lt If there is a chanqe in the avgilabilitv of Ebe
outside resources, the De-partment shall reguire the
PSO to obtain fundinq from alternative financial
resources.
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(cl Nothinq in the foreqoinq liquiditv requirements shall be
interpreted tq_require the PSO to naintain a current ratio_of one
to one if the PsO can demonstrate to the Department that it is
able to Pav its obliqations as lhev becorne due and the current
ratio rnaintained bv the PSO has neitber declined sionificantlv
nor is on a continued downward trend.
"S 1318-289. Minimuq of net worth that must be in cash or cash
equivalents.

(a) Except as otherwise provided i! subsection (bl of this
section, each PSO shall, on an onqoinq basis, maintain a minimum
net worth in cash or cash eguivalents of the qreater of:

lll Seven hundred f iftv thousand dollars ( $750,0001
cash or cash equivalents; or

LZL Fortv percent (40t1 of the minimurn net worth
required.

(b) The Department mav lower the threshold for minimum net
worth held in cash or_ cash eguivalents bv ESOs that operate
primaril"v in ruraL areas,

(c) Cash or cash equivjrlents held to mqet the net worth
requirement shall- be current assets of the pSO.

"S 1318-290. Prohibited practice.
(a) No provider sponsored orqanization or spongorinq provider,

unless licensed as an jnsurer under Chapter 58 of _ thg gener+-l
Statutes mav use in its name, contracts, or lit_erature any of the
words 'insurance', 'casualtv', 'suretv,, .mutual,, or altv other
words descriptive of the insurance, casualtv, or suretv business

ively similar to the name or descriotion ot
insurance or suretv corporation doinq business in this State.

(b) No provider sponsored orqanization or sponsoring provider
shalf enqaqe in anv activitv or conduct which is prohibited bv
the terns of the PSO's Medicare contracL
"S 1318-291. Collaboration with local heqfth departnents.

A provider sponsored orqanization and a logal- health department
shall coll-aborate and cooperate within available resourceg
reqardigq health promotion and disease prevgntion efforts that
are necessarv to protect lhe public_health.
"S L31E-292. Coveraqe.

(a) Provider sponsored orqanizations subiect tg this Article
:lrall provide coveraqe for the__medicallv appropriate and
necessary services specified under the PSO's Medicare contract.

(b) In the event a PSO's Medicare coStract or federal law,
Legulations, or rules qoverninq coveraqe by the PSO of items or
services to Medicare beneficiaries permits a E90, sponsorinq
provider, or participatinq provider to obiect on moraL or
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reliqious orounds to providinq an item or service to Medicare
beneficiaries, it is the policv of this State to permit this

and allow tbe participatinq plryider to refuse
provide the item or service.
"S 1318-293. Rates.

Ra
Medicare

rovider s
PSOs and

anlz
sorl

sto
iders for

iterns or servi ries shall verned the terms
of the PSO's Medicare contract.
"s 1318-294. consumer protection and oualitv standards.
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Unless otherwi federal Jaw or ma
the Medicare proqram, the Departnent shaII applv to providei
sponsored orqanization sane sta and reoui that

t of Insurance ies to heal mainten
orqanizations under Chapter 58 of the General Statutes with
respect to the followinq consumer proLgction and gualitv matters:

(1) Oualitv manaqement oroqramsi
J? L Utilization review proceduresi
f:J Unfair or deceptive trade practices;
IAI Antidiscrimination;
(5) Provider accessibilitv and availabilitv; and
(6) Network provider credentialinq.

13lE-295. Powers of i and
coroorations.

Notwithstandinq anv provision of the insurance and hosoital or
medical service corporation laws contained in Articles I throuqh
66 of chapter 58 of the Generar statutes, an +nsurer or a
hospital or medical service corporation mav contract with a
provider sponsored organization to provide insurance or similar
protection aqainst the cost of care provided throuqh provider
sponsored organizations and their sponsori oviders
beneficiaries and to provide coveraqe in the event of the failure
of the provider sponsored oroanization or its sponsoring
providers to meet its obliqations under the PSO,s Medicare
contract. The beneficiaries of a provider sponsored orqanization
constitute a permissible qroup under these laws. Among other
thinqs, under these contracts, the insurer or hospital or medical
service corporation mav make benefi-t pavments to provider
sponsored orqanizations for health care services rendered bv
providers pursuant to the health care plan.
"S 1318-296. Bxaminations-

The Department mav make an examination of the affairs of anv
provider sponsored orqanization and the contracts, aqreements, or
other arranqements pursuant to its health care plan as often as
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reliqious qrounds to providinq_eg item'or service to Medicare
beneficiaries, it Js the policv of this State to permit this-
obiectlon and alrow the participatinq pEovller to refuse to
provide_ghe item or service.
"S 1318-293. Rates.-

Rates charqed by provider sponsored orqanizations to the
Medicare proqram and charqes bv PSOs atd sponsorinq provideqs for
items or services to beneficiaries shall be qovefned bv the terqs

"S 1318-294. Consuner protection and qualitv standards.
(al Unless otherwise preenlgted bv_federal law or mandated bv

the Medicgrre proqram, the Department shall applv to provideE
sDonsored orqanizations the saqe stanlLrrds and reouirenents that
the Department of Insurance applies to health maiggenance
oroanizations undel Chaoter 58 of the General Statutes wlth
r€sDect to the followinq consumer protection and qualitv gatters:

(11 Oualitv manaqement proqramsi
LLL Utilization review oroceduresi
( 3 ) Unf air or degeptive trade oracticgs;
(4) Antidiscriqination;
(51 Provider accessibilitv and availabilitv; and
( 6 l Network provider credentialinq.

"S 1318-295. Powers of insurers and medical senrice
corporatiogs.

Iotwithstandinq anv provj.sion of_ the_ insurance and hoslljltal or
medical service corporation laws contained in Aqticles 1 throgqh
66 of Chapter 58 of the General Statgtes, an +nsurer or a
hospital or medical service corporation mav contract with a
Provider sponsored orqanizagion _E plovisle insurance or similar
Drotectiqn aqainst the cost of care provided J.hrouqh providql
sDonsored orqanizations and their sponsorinq providers to
beneficiaries and to provide coveraqe in the _event of the failure
of the provider sJconsored orqanization or its sponsorinq
providers to meet its obliqations qlrdel the pSO,s Medicare
contract. The beneficiaries of a provider sllonsored orqanization
constitute a permissible qroup under tlese laws._ Amonq other
thinqs, under these contracts, the insurer or hospital or medical
service corporation mav make begefit pavments to_ Drovider
sponsored orqanizations for health care seryices rendered Eyproyiders Jrursuant to the health carejlan.
"S 1318-296. Exarninations.

The Department mav make an examination of the aff+irs. of anv
provider sponsored orqanization and the cogtracts, agreements. or
other arranqements pursuant to its health care plan as often as

Page 18 98-LrZX-0 18 ( 4 .L7 |





GENERAI ASSEI.{BLY OF NORTH CAROLINA sEssroN 1997

I the Department considers necessarv for Lhe protection of the
2 interests of the people of this State but not less frequentlJ
3 than onse everv three vears.
4 "S 1318-297. _Hazardous financial condition.
5 (a) Whenever the financial condition of any provider sponsored
6 orqanization indicates a condition such that the _continued
7 operati_o3 of -9he provider sponsored orqanization giqht_ be
I hazardous to its beneficiaries, creditors, or -the 

general pubtric,
9 then the Dgparlnent mav order the provider sponsored orqanization

10
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to take anv ggtion that mav be reasonablv necessarv to rectifv
the existinq condition, includinq one or more of the lollowinq
steps:

f!). To reduce the total amount of present and potential
liabilitv for benefits bv rqlnsurance;

(21 To reduce the volume gL new business beinq
acceptedi

!]-t To reduce the expenses !I specif ied methodsj
lgl To suspend or limit the writins of new busingss for

a period of time;
To require an ingrease to the provider sponsored
orqanization's net worth bv contributioni
To add or delets sponsorinq providers;
To increase the amount of gavments froL the PSO

which sponsorinq providers aqree to foJeqoi or
l-9.I To require additional guaranties f rom sponsorinq

providers or from parents of sponsorinq provjders.
(b) If the Departrnent determines tha9 the liquiditv standards

in G.S. 131E-286, 131n-283, and L3l.E-289 do not provide
sufficient earlv warninq that the coq9inued operation of anv
provider sponsored orqanization qllqht be hazardous to its
beneficiaries, creditors, or the qeneral public, the DepartBslnt
mav adoot rules to set uniform standards and criteria for such an
qgrlv warninq and to set standards for evaluatinq -the financial
condition of gnv provider sponsored orqanization, wLich standgfds
shall be consistent with theJcurposes exlrressed in subsection (a)
of this section.
"S 1$E-298. Protection_grqainst insolvencv.

(a) the pepartnent sha_ll require deposits _in accordance with
the provisions o_f G. S. L3l!-285.

(bI 4f a provider sponsored_orqanization fails to complv with
the let worth requirements of G.S. 131E-286, the Department maY

take_appropriate action to assure that the continued operation of
the provider j;ponsored oroanization will not be hazardous to the
beneficiaries enrolled with the PSO.

(s)

(6)
(7)
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(c) Everv provider sponsored orqanization shall have and
naintain at all tines an adequate olan for orotection aqainst
insolvencv acceptable to the Department. In determininq the
adequacv of such a olan, the Department shall consider:

l_]_t A reinsurance aqreement preapproved bv the
Department, coverinq excess loss, stop-loss, or
catastrophies. The aqreement shall provide that
the Department will be notified no less than 60
davs prior to cancellation or reduction of
coverage;

t2 L A conversion policv or policies that will be
offered bv an insurer to the beneficiaries in the
event of the provider sponsored orqanization,s
insolvencv;

(3) l,eqallv bindinq unconditional quaranties bv
adequatelv capitalized sponsorinq provider or
adeguatelv capitaLized sponsorinq corporations of
sponsorinq providers;

lAt Leqallv bindinq obliqations of sponsqrinq providers
to foreqo pavment for items or services provided bv
the sponsorinq provider in order to avoid the
financial insol-vencv of the PSO;

!!-L tesallv bindinq obliqations of soonsorinq providers
or parents of sponsorinq providers to make capital
infusions to the PSO; and

f[| Anv other arranqements offerinq protection against
insolvencv that the Department mav require.

lli 131E-299. HoId harmless aqreements or soecial deposit.
(a) Unless the PSO naintains a special deposit in accordance

with subsection (b) of this section, each contract between every
PSO and a participatinq provider of health care services shall be
in writinq and shall set forth that in the event the PSO fails to
pav for health care services as set forth in the contract, the
l{edicare subscriber or benef icia shal-1 not be liable
provider for any gq4rq owed bv the PSO. No other provisions of
such contracts shaLl, under any circumstances' chanqe the effect
of such a provision. No participatinq provider or aqent,
trustee, or assiqnee thereof nav maintain anv action at law
against a subscriber or beneficiarv to collect sums owed by the
PSO.

(b) In the q
not been reduced to writinq or that the contract fails to contain
the reguired orohibition, the PSO shall maintain a spec
deposit in cash or cash equivalent as follows:
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(c) Everv provider sponsored oJqanizatio! shall have and
maintain at all times an adequate olan for protectign doainst
insolvencv acceptable to the Department. In deterninina Ehe
adequacv of such a plan, the Department shall consider:

(1) A reinsurance agreement Bfeapproved bv the
Pepartment goverlnq excess loss, stop-Ioss- or
catastrophies. The agregrent shalt provi{e lEat
the Department will be Jrotijied no less than 60

davs prior to cancellation or reduct&n of
coveraqei

!2L A conversion policv gr -policies -that -will 
be

offered bv gn insurer to the beneficiaries in the
eveJtt of the provider sponsored orqanization's
insolvencv;

(3) teqallv bindino unconditional quaranties - bv
adequatelv capitalized Sponsofinq provider or
adeouatelv caoitali orinq corporat
sponsorinq pryvidegs;

(4 ) Leqally bindinq oblioa f soonsori
to foreqo pavnent for items or services provided bv
the gponsorinq provider in order to - avoid the
financial insolvencv_of the PSO;

(5) Leqallv bindinq obliqations of sponsorinq providers
s of sDonsor lders to make

infusions to the PSO; and
rcI Anv other arranqements offerinq protection aqginst

insolvencJ that the Department mav re-quire-
"S 1318-299. Hold harmless aqreenents or special depgsit.

(al _ Unleqs the pSO maintains a specigl deposit in accordance
with subgection (b) of thiE section, each contract between everv
PSO and a participatinq provider _of health care services shall be
in wrltinq _qlrd shall set forth that in the event the PSO failg to
pav for health care services as set forth in the contlact' the
Medicare subqqtibel sL b€nef icieEv shall not be Liable to the
rovider for anv sums owed the PSO. No o rovisions of

such cg4lracts_shall, under any circumstances, ghanqe-the €ff€ct
of such a provision. No participatinq provider or ao€nt,
grustee, or assionee tb!:reof _mav maintain anv action at ldw
aqainst a subscriber or beneficj-arv to collegt sums owed bv the
PSO.

(bl In the event that thq participalinq prqyider contrgct has
not been reduced to writinq or that the contract fails to cgnt?ir-t
the required orohibition, the P9O shall maintain a special
deposit in cash or cash eguivalent as Eollows:

Page 20 98-LFzx-018 ( 4. 17 )





L

2

3

4

5

6

7

8

9

10
11
L2
13
14
L5
16
I7
18
19
20
2L
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43

GENERAL ASSEUBLY OF NORTE CAROLINA sEssroN 1997

l-tl_ rf at anv tine uncovered expenditures exceed ten
percent (lOtl of total health care expenditures the
PSO shall either:
E. Place an uncovered expenditures insolvencv

deposit with the Department, or with anv
orqanization or trustee acceptable to the
Department through _which a custodial 

-orcontrolled account is maintained, cash or
securities that are acceptable to the
Department. This deposit shall at all times
bqf'e a fair market value in an amognt olllne
hundred twentv percent (120?) of the PSO's
outstandins liability for uncovered
expenditrlres for enrollees, includinq incurred
but not -reoorted claims, agd sh+Il be
calculated as of the first dav of the month
and naintqlined_for the remainde{_of the month.
If a PSO is not olherwise required to file a
guarterly report, it shall file a report
within 45 davs of the end of the__calendar
quarter with information sufficient to
demo4Elrgte compliance with this section; or

b. Maintain adetouate insurance or a ouarantv
aEranqemeg.t approved in writinq bv the
Department, to pav for 'anv loss- to
beneficiaries claininq Ieinbursement due to
the insolvencv of the PSO. The Departnent
shall approve a quara+tv arragqement if the
quarantvinq orqaniAation is a sponsoring
provider, has been operatinq for at least 10
vears and has a net worth, includinq
ogqanization:-related - Iand, buildinqs, and
equipnent of- at Least fiftv million dol]grs
( $50,000,000 ) , unl-ess the Departrnent f inds
that the approval of tEis quarantv mav be
financiallv hazardous to beneficiaries:

(2\ The depojiit reguired undeE sub-subdivision a. of
subdivision (1) of thig section is an admitted
asset of the PSO in the determination of net wortht
AII income from such -deposits or trus9 accounts
shall be assets of thg PSO and mav be withdrawn
fron such deposit or agcount quarterlv with the
approval of the Degartme$ti
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A PSO that has made a deposit rnav withdraw that
deposit or any part of tlrg deposit if ( i l a

itute deposit of casb or securities of

ll.r

amount and value is he fair ket
value exceeds the amount of t uired
or (iiil the required deposit under this subsection
s reduced or elirn tituti

or withdrawals ma made onl with the 10r
written aporoval of the Department;

lAt rhe red under sub- I Sl"
subdivision ( I ) of this section is in st and ma
be used onlv as provided under this section. The
Department mav use the deposit of an insolvent pso
f or Adminis_lga,llrrg cos.ts associated with
administerinq the deposit and pavment of crains of
enrollees of the PSO.

ver the_ _feifnbUlseneqls described in this s
the PSO's I costs f

services over the i Ly precedinc six mont
the PSO shall file a written with the rtment
containinq the information necessarv to determine compliance with
sub-divlsion a. of subdivision ( U of this section no later than
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ness davs from the first of the n
showin the PSO that the r irements of s section

waived or reduced, the qtment may waive or reduce
th€s9 reguirements to such an amount as it deems sufficient to
orotect beneficiaries of the PSO consistent with the intent and
purpose of this Article.
"S 1318-300. Continuation of benefits.

The Department shall reguire that each PSO have a plan for
handrinq insorvencv, which pran allows for continuation of
benefits for the duration of the contract period for which
premiums have been oaid and continuation of benefits to
beneficiaries who are confined in an inpatient facility until
their discharqe or expiration of benefits. In considerinq such a
plan, the Department mav reguire:

( 1 ) Insurance to cover the expenses to be paid fff
"\';(21 

"t. 
thut obliqut. th.

provider to provide services for the duration of
the oeriod after the PSO's insolvencv for which
premi-um paynent has been made and until the
beneficiaries' discharqe fron inpatient facilities;

l-LI Insolvency reserves as the Department mav require;
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11.r

A PSO that has made a deposit rnav withdraw that
deposit or anv part gf - the deposit if Ji) a
substitute deposit of cash ojr securities _of equal
amount and value is made, (iil the fair market
value exceeds the amount of the requlrqd deposit,
or (iii) the required deposit under this subsectiolg
is reduced or elimineted. Deposits, substitutions,
or withdrawalg mav be mgsle- onlvJrrith the prior
written aDproval of the Department;
The deposit required under sub-sllbdivision a. of
subdivision ( 1 ) of this section is in trust and mav
be used onlv as Jcrovide9 under this section. The
Departgtent mav use th_e deposit of an insolvent PSO
for administrative costs associated with
adninistering the deposit and pavnenL of clains of
enrollees of the PSO.

(c) Whenever the reimbursements describgd _in this section
exceed percent ( ?l of the P_SO's total gosts for
health care services over thg immediatelv orecedlnq six months,,
the PSO shall file a written report with the De_partment,
containinq the informatj.on necessarv to getermine compliance wit\
sub-divisign a. of subdivision (1) o-f this secEion no lalgr than
30 business davs from the first dav of the month. Upon an
adequate showinc bv the PSO that the requirements of this sectlon
should be waived or reduced, the Department mav waive or rqs\rcq
these requirements to such an amount as jt deems sufficient to
protect beneficiaries of the PSO consjstent with the intent and
purpose of this ArticIe.
"S 1318-300. Continuation qL bgnefits.

The Department shall rgguire that each P_SO have a _plan for
handlinq insolvencv, which pLan allows - for continuatio_n of
benefits for th_e duration of the contract period for which
premiums have been paid and continuation of benefits _ to
beneEiciaries who are confined i! an inpatient facilitv until
their discharce or exoiration of benefits. In considerinq such a
olan, the Department mav reguire:

( I ) I4surance to cover !!9 expe4ges to be paid for
";lZL cts that oUtiqate tne

provider to provide services for- the duration of
the pegiod after lhe PSO's insolvencv for which
premium pav$ent has been ma9g and until the..
beneficiaries' discharqe fro$ ilpatient facilities;

l_]-t Insolvencv reserves as the Department mgv Eequire;

IJ.I
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1 (4) Letters of credit acceptable to_the Departmenti) ' 5J Additional quaranties f rom -a Ffonsorinq pEovider of
3 the PSO or from the parent of a sponsorinq
4 provideri
E ,a5 (6) Leqallv bindinq obliqatio_ns of sponsorinq oroviders
6 to forego pavmelt from the LSO for services
7 provided to beneficiaries in order to avoid the
8 insqlvencv of the pSO; and
g t'- , 7 ) Any other arranqements to assure that benefits are

10 continued as specified.
11 "S 1318-301. Insolvency.
L2 (a) In the event of an insofvencv of a PSO upon order of the
13 Department, all- providers that were sponsoring providers of the
14 PSO within the previous _ 1.2 -rnonths f rorn the order of the
15 Department shall, for 30 days after the order, offer all
16 beneficiaries enrolled with the insolvent PSO covered services
17 without__charqe other than for anv applicable co-qgrvments,
18 deductibles, or coinsurance permitted to be charqed to
L9 beneficiaries under the PSO,s Medicafe contract.
20 (b) If the Department determines that the sponsorinq providers
21 lack sufficient health care delivery resources to assure that
22 health care services will be available and accessible tgr all of
23 the beneficiaries of the insolvent PSO, then, in the event the
24 Health Care Financinq Administration of the united States
25 Department of Health and Hurna+ Services failS to make such
26 allogations in a tirnely rnanLeq, the Departnent shall allocate the
27 insolvent PSO's contracts for these qroups among all _other PSOs
28 that gperate within a portion of the insolvent PSO's service
29 area, takinq into consideration the health -qare deliverv
30 resources of each PSO. Each PSO to which beneficjaries are so
31 allocated by the Department shal1 offer such qroup or qroups that
32 PSO's existinq coveraqe that is most sinilar to each
33 beneficiary's coveraqe with the insolvent PSO-aL rates determined
34 in gccordance with _the successor PSO's existinq ratinq
35 mgthodoloqv.
36 (c) Takinq into coqsideration the health care deliverv
37 resouq_ces of each such PSO, then in the event the Health 9are
38 Financinq AdEinistration qf_the U.S. gepartnent of Health and
39 Human Services fails to make such allocations in g timely manner,
40 the Department shall also allocate amonq all PSOs that operate
41 within a portion of the insolvent PSO' s service area -tJte42 insolvent PSO's beneficiaries who arg unable to obtain other
43 coverage. Each PSO to which beneficiaries are so allocated by
44 the Department shall offer such beneficiaries that PSO'_s existinq
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covergqe for individual or conversion coveraqe aS determined bv
his tvoe of coveraqe in the insolvent PSO at rates determined in
accordance with the successor PSgls Medicare contract.
"S 1318-302. Replacenent coveraoe.

(a) Anv carrier providinq replacglnent coveraqe with respect to
hospital, medical, or Eurqical qxpense or service benefits,
within a period of 60 davs from thg date of discontinuance of a
Prior PSO contract oL policv providinq these hospital, nedical,
or surqical expense or service benefjts, sh+}l immediatelv cover
all benef_iciaries who were validlv covered under the previous PSO
contract or policv at the date of discolrtinuance and who lvoufd
otherwise be eliqible for coveraqe under the succeedinq carrier's
contract, reqardless oJ anv provisions of the contract relatinq
to hospital confinement or preqnancv.

(b) Except to the exLent benefits for the condition would have
been reduced pr excluded under the prior carrier's contract or
policv, no provision in a succeedino carrier's contg'act of
reDlacemenl coveraqe that woul-d operate to reduce or exclude
benefits on the basis -9hat the cgndit_ion qivinq rise tg benefits
Pr€ceded the effective date of the succeedinq carrier's contract
shall be applied with respect to those beneficiaries validlv
covered under the prior carrier's contract on the date_ of
diFcontlnuance.
"S 1318-303. Incurred but not reported clains.

(a) _ Everv PSO shall, when determininq liabilitv, include an
amount estimated in the aqqreqate to provide for anv unearned
prgmium_ and for the pavment of aII claims for health care
expendt9ures that have been incurred, whet-lrer reported o{
ulrgported, that are unpaid and for which such PSO is or mav be
liable; and to provide for the expense of adiustment or
settlernent of such claims.

(b) Such ]iabilities shall be computed in accordancg with
rules adopted bv the Department upgn reasonable consideration of
the ascejtained experience and character of the PgO.
"S 1318-304. Suspension or revocation of license.

(a) The Department mav suspend, re_voke, or refuse to_-renew-a
PSO license if the Department finds that tEe PSO:

( I ) Is operatinq siqnificantlv in conEravention of its
basic orqanizational dqs:ument, or in a manneE
contrarv to that described in and reasonablv
inferred from any other information submitted under
G.S. 1318-280, ggless amendments to these
subnissions have bg,en f iled with and approved bv
the Departrnent;
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!2) fssues gvidences of coveraqe or uses a schedule of
premiums for health_ care services that do not
complv with Medicare or Medicaid pggqran
reouirements as applicable;

(3) No lonqer maintains the financial reserve specified
tr G.S. 131E-296 oL is no lonqer- finangiallv
responsible and mav rpasongblv be expected to be
unable to-negt its obliqations-to beneficiaries or
prospective benef iciarie! i

l1!j Knowinqlv or repeatedlv fails or refuses to conplv
with anv lag or rule applicable to the PfFo or with
anv_order issued by the gepartment after notice and
opportunitv for a hea_Linq;

( 5 ) Has knowinqlv made to -the Departmegt anv fjrlse
statsment or reporti

( 6 ) Has sponsgring providers that f ail to provide a
substjrntial proportion -of the servjceg under anv
health plan_{urinq anv ll-rynth period;

(7 | Has itself or through anv person on its behalf
advertised or merchandised its items or services in
an untrue, misrepresentative, misfeadinq, or unfair

(8)
manner i
f f conti-nuinq to operate would be hazardous to
beneficiariesi or

( 9 ) Has otheTlvise substantiallv failed to complv with
this Article.

(!) A license shall be suspended or revoked--onlv afLer
compliance with G.S. 1318-305.

(c) When a PSO license is suspendesl, the PSO shall not' durlnq
the suspension, enroll _ anv additional beneficiaries except
newborn children or othel newlv acquired depgndents- of existinq
beneficiaries and shall not enqaqe in gnv advertisinq or
solicitation.

(d) When a PSO license is--fevp}tgd, the P$Q shall procee9-t
irnmediatelv f ollowinq the ef f ective date of ttre order of
revocation, to wind uo its affairs and shall conduct no further
business except as may be essential to the orderlv conclusion of
the affairs of the PSO. The PSO shall enqaqe in no advertisinq
or soficitation. The_Departmen!-mav, bv written order, permit
anrl further operation of the PSO that the Departnent mav- find to
be in the best interest of beneficiaries, -to the end that
b_eneflciaries will be afforded the qreatest practical opportunitv
!o obErin continuinq health caqg covelaqe.
"S 1318-305. Adninistrative procedureE:'
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a ) l{hen the De believe tha nds for
the denial of an application for a license exist, or that qrounds
for the suspension or revocation of a license exist, it shall
notifv the provider sponsored orqanization in writ.inq
specificallv statinq the qrounds for denial, suspension, or
revocation and fixinq a time of at least 30 davs thereafter for a
hearinq on the matter.

b) After this heari or upon the failure of the orovider
sponsored orqanization to apoear at this hearinq, the Deoartment
sha1l take the action it considers advisable or make written
findinqs that shall be rnailed to the orovider sponsored
orqanization. The action of the Department shall be sub'iect to
review bv the suoerior court of wake countv, The court mav, in
disposinq of the issue before it, modifv, affirm, or reverse the
order of the Deoartment in whole or in part.

(c) The provisions of Chapter 1508 of the General Statutes
applv to proceedinqs under this section to the extent that thev
are not in conflict witb subsections (al and (bl of this section.
"S L31B-306. Department of Insurance.

At the request of nt, the of Insura
shall evaluate a PSO's compliance with anv or all of the solvencv
reguirements set forth in this Article. Upon this reguest, the
Departnent of Insurance shall undertake the evaluation in
accordance with this Article and regulations adopted pursuant to
t and shall reoort its evaluation nt in a timel

applicant or PSO subiect to the Iuati not to e
the fee that the Department of Insurance would be entitled to
impose on a health maintenance orqanization for underooinq a
similar evaruation. Nothinq in this section limits the
Department's final authoritv to license PSOs in accordance with
this Article.
"S 1318-307. Fees.

Everv provider sponsored orqanization subiect to this Article
shall pav to the Departnent the followinq fees:

( I ) For filinq an application for a license, two
hundred fiftv dollars (5250.00 ); for each renewal
thereof, five hundred dollars ($500.00 l; and

I!,L For filinq each quarterly report, one hundred
dollars ($100.00).

"S 1318-308. Penalties and enforcement.
(a) The , 

provisions of G.S. 58-2-70, modified to replace the
word 'Commissioner' bv the word 'Department', applies to this
Article. The Department may, in addition to or in lieu of

manner. The Department of Insurance mav collect from the
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(a) When the Deoartnent has cause tg believe lhat qrognds for
the denial of an application for a license exist, or that qrounds
for the susp_ension or revocation of _a licensl-exist' it sEall
notifv the provider sponsoled orqanization in writinq
specifically statinq tle qrgunds for denial, suspension, -orrevocation and fixinq a 

-tjrne 
of at least 30 davs thereafter for a

hgarinq on the matter.
(bl After this hearinq, or upon the failure of the provider

sponsored orqanization to appgaE at this hearino, the Department
shall take the action it considers advisa-bls or Jnalig: written
findinqs that shall be- mailed to the orovider sponsgrg9
orqaniz_ation. The action of the Dejrartment slErll be suLiect to
review bv the Superiql Court of Eake Countv. Bhe cgurt mav, in
disposinq of the issue before it, modifv, affirm, or reverse the
order of _the Department in whole or in oart.

(c) The provisions of Chapter 1508 -of Ehe_ General Statutes
applv to proceediggs under this section to the extent that thev
are not in conflict with subsections (a) and (bl of this section.
"S l31E-306. Deoartment of Insurance.

At the reguest of the Department, the Dspartment of Insurance
shall gvaluate a PSO's compliance with anv gr all of the solvencv
re_quirements _set forth in _thiE Srticle.-_Upon this request, the
Department of Insurance_ shall undertake the evaluation in
accordance with lhis Article and requlatlons adopted pursuant to
it and shall report its evaluation to the Dellgltment in a timelv
manner. The Department of Insurgnce Jrav _collect from the
gpplicant or PSO subiect to the evaluation a 

-fe_e J}ot to exceed
the fee that the Department of fnsurance would be Sntitled to
impose on a health maintenance_ orqanizatj-og for underqoing a
similaJ' evaLuation. Nothino in- this section limits the
Department's fina.l authoritv to ]icense PSOs ig accordance with
this Articlg.
"S 1318-307. Fees.

Everv provider spolsored orqanization Aubiect to this Article
shall pav to the Department the Lollowinq fees:

( 1 ) For filinq an application for a license, two
hundred fiftv dollars_ (5250.00 l; for each renewal
thereof, five hundred dollars ($500,00 ); and

(21 For filinq each guarterlv report, one bun9red
dollar€ ($100.09).

"S l3LE-308. Penaltles and enfdrcement.
(a) Ihg provisions of G.S. 58_-2-70, modified to replace the

word 'Commissioner' bv the wor* 'Dgpartment', applies to this
Article. ?he Deoartment mav, in addition to or in lieu of
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suspendinq or revokinq a license under G.S. 13LE-304, proce_ed
under G.S. 58-2-70, as so modified, prgvided that the provider
sponsore{ orqan-ization has a reasonable tirne within which El
remedv the defect in its_- ooerations- that qave rise to the
procedure under G.S. 58-2-70.

(b) Anv person who violates this Arlicle shall be quiltv of g
Class 1 misdemeanor.

(c) If the Department shall for any reason have cause to
believe that anv violation of this Article has occurred or is
threatened' the Department mav qive notice to the provider
sponsored orqanization and tg the representativeg or other
persons who appear to be involved in such suspected violation to
arranqe a conference with the alleqed violators or their
authorized representatives for the purpose of attemptinq to
ascertain the facts relatiLq to such suspected violation, and, in
the event it appears -that anv violation has occuged or is
threatened, to arrive at an adequate a!d_ effectiv€ means of
correctinq or preveq.tino such violation.

Proceedinqs under tEis subgection shall not be qoverned bv anv
fornal procedural Iequirements and mav be conducted in such
manner as the Depargment - mav deem appropriate under the
circumstances.

(d)_ The Department mav issue an o_rder directinL a provider
sponsored orqanization or a representative of a _provider
sponsored orqanization to cease and desist from enqaqinq jn anv
act_or practice in vlolation of the provisions of this_3rticle.

Within 30 davs_after sgrvice of the order of cease agd desist,
the respondent mav request a hearinq on the question of whether
acts or practices in violation of this Article have occurred.
These hearinqs shall be conducted pursuant to Chapter 1508 of the
General Statutes, and iudicial revjgw shall _be available as
provided bv this -Chapter.(e) I+_the case of anv violation of the provisions of this
Article, if the Department elects not to issue a cease and desi{9
order, or in the event of noncompliance with a cease and-desist
order issued pursuant to subsection (d) of this section, the
Department may institute a proceedinq Lo - obtain iniunctive
relief, or seeking other appropriate relief, in the Superior
Court of Wake Countv.
"S 1318-309. Statutonr construction and relationship to other
laws.

(g) Exceq.t as otherwise providgd in this Article, provisions
of the insurance laws and provisions of hospitgl or medical
service corporation laws shall not be applicable to_anv provider

98-LFZX-o18 ( 4.17 ) Page 27



GENERAI, ASSBI.IBLY OF NORTE CAROLINA sEssroN 1997
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"$ 131E-310. Filinqs and reports as public docunents.

Exc for information tha titutes fide
secret r1 infornati orc titivel sensitive
Lnformation of a ider rent of a sponsori

vider, all annlicati filinqs rts required under
is Article shall be ted as oubli ts.

"s 1319-311. confidentialitv of nedicar information.

person or from anv provider bv anv provider sponsored
orqanization or bv anv providel Acting pursuant to its provider
contract with a provider sponsored orqanization shall be held in
confidence and shall not be disclosed to anv person except to the
extent gbaE i@ to carry out the purposes of this
Articlei or upon the express consent of ficia
applicanti or Dursuant to statute or court order for the
roducti f evidence or the discovery tlrereofi or in the event

of clain or litiqation between such person and the orovi.der
sponsored orqanization wherein such data or information is

inent. A nsored orqanizati I be entitl
to claim anv statutorv privileges aqainst such disclosure which
the ider ished such inf n to the ider
sponsored orqanization is enti"tLed to claim.
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"S 1318-311. Confidenti"lib of r"di."l irid dAnv data or information pertaininq to the diaqnoJiG, treatment,
lth of beneficia or appllrcant obtained f rom theperson or from anv provider by any provider soonsored

orqanization ororaanization or bv anv provider actinq pursuant to its provider
cont{act with a provider sponsored orqanizejqion shall be held in
confidence and shall not be disclosed t rson exceDt to
extent that it mav be necessarv to carrv out the purposes of ttrisArticle; or upon the express consent of the ueneticiarv or

licant; or rsuant to stat r court order forproduction of evidence or the discoJerv thgleof; or in ihe event
of claim or litiqation between such person and the oroviaei
sDongored orqanization wherein such data or information ispertinent. A provider sponso_red orqa+iiation shall be Sntitlejlto claim anv statutorv privileqes aqainst such disclosure which
the provider who furnished such information_to the provider
sponsored organization is entitled to claim.
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adequate and tirnely basis those services to its
enrolled menbers which it has contracted to furnish
under the enrollment contract.

(3) This Article shall not apply to any employee
benefit plan to the extent that the Federal
Employee Retirement Income Security Act of L974
preempts State regulation thereof.

(3a) This Article does not apply to any prepaid health
service or capitation arrangement implemented or
adrninistered by the Department of Health and Human
Services or its representatives, pursuant to 42
U.S.C. S 1396n or Chapter 108A of the General
Statutes, a provider sponsol-ed orqanizatioq -orother orqani3ation certified, gualified' or
otherwise approved bv the Department of Health and
Human Services pursuant to Article 17 of -Chapter
L31E of the General Statutes, or to any provider of
health care services participating in such a
prepaid health service or capitation arrangement.
Article; provided, however, that to the extent this
Article applies to any such person acting as a
subcontractor to a Heatth Maintenance Organization
licensed in this State, that person shall be
considered a single service Health Maintenance
Organization for the purpose of G.S. 58-67-20(4),
c.S. 58-67-25, and G.S. 5e-67-110.

(4) Except as provided in paragraphs (1), (2), (3), and
(3a) of this subsection, the persons to whom these
paragraphs are applicable shall be required to
conply with all provisions contained in this
Articl-e. "

Section 3. There is appropriated from the General FUnd
the Department of Health and Human Services the sum of
the 1998-99 fiscal year to implement this act.

Section 4. This act becomes effective July 1, 1998.
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"S l31E-312. Conflictsi severabilitv.
ro the extent that the provisions of this Article may be in

conflict with any other provision of this Chapter, the provisions
of this Article shall prevail and applv with respect to provider
sponsored organizations. Notwithstandinq the absence of adopted
rules, the Department sha1l continue to process applications for
provider sponsored orqanization licenses as described in this
Article. If anv section, term, or provision of this Article
shall be adiudqed invalid for anv reason, these 'iudqments shal]
not affect, impair, or invalidate anv other section, term, or
provision of this Article, but the remaininq sections, terms, and
provisions shall be and remain in fu11 force and effect.
"g 1318-313. Requlations.

This Article shal} be self-implementinq. No ]ater than six
months after the date of enactment of this Article, the
Department mav adopt rules consistent with this Article to
authorize and requlate provider sponsored orqanizations to
contract directlv with the federal Medicare proqram to provide
health care services to the beneficiaries of such proqrams. The
Department shall issue permanent rules and, mav issue temporarv
rules, to the extent these rules mav be necessarv. The
Departnent shalI Iirnit its requlation of provider sponsored
orqanizations to the }icensino and requlatinq of these
orqanizat,ions as risk bearinq entities contractinq directly with
the Medicare proqran and to the consumer protection and qualitv
standards as provided in G.S. 1318-294, and shall not requlate
anv matters described in 42 U.S.C. S 1395W-2!(b)(3), or anv
@"

Section 2. c.S. 58-67-10(b) reads as rewritten:
"(b) (1) It is specifically the intention of this section to

permit such persons as were providing health
services on a prepaid basis on JuIy 1, L977r or
receiving federal funds under Section 254(c) of
Title 42, U.S. Coder ds a community health center,
to continue to operate in the manner which they
have heretofore operated.

(21 Notwithstanding anything contained in this Article
to the contrary, atry person can provide health
services on a fee for service basis to individuals
who are not enrollees of the organization, and to
enrollees for services not covered by the contract,
provided that the volume of services in this manner
shall not be such as to affect the ability of the
health maintenance organization to provide on an
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1 adequate and timely basis those services to its
2 enrolled members which it has contracted to furnish
3 under tbe enrollngnt contract.
4 (3) This Article shall not apply to any employee
5 benefit plan to the extent that the Federal
6 Employee Retirement Income Security Act of L974
7 preempts State regulation thereof.
I (3a) This Article does not apply to any prepaid health
9 service or capitation arrangement irnpleurented or

10 administered by the Department, of Health and Human
11 Services or its representatives, pursuant to 42
L2 U.S.C. S 1396n or Chapter 108A of the General
1.3 Statutes, a provid_er sponsored orqanization or
14 other oJqanization cerLified, qualified, or
1.5 otherwise approved bv the Department of Health and
16 Human Services pursuant to Article 17 of Ch,apter
L7 1318 of the General Statutes, or to any provider of
18 health care services participating in sucb a
19 prepaid health service or capitation arrangement.
20 Article; provided, however, that to the extent this
2L Article applies to any such person acting as a
22 subcontractor to a Health Maintenance Organization
23 licensed in this State, that person shall be
24 considered a single service Health Maintenance
25 Organization for the purpose of G.S, 58-67-20(4),
26 G.S. 58-67-25, and G.S. 58-67-1.1.0.
27 (4) Except as provided in paragraphs (Ll, (21, (3), and
28 (3a) of this subsection, the persons to whom these
29 paragraphs are applicable shall be required to
30 comply with all provisions contained in this
31. Article. "
32 Section 3. There is appropriated from the General fUnd
33 to the Department of Health and Human Services the sum of
34 for the 1998-99 fiscal year to implement this act.
35 Section 4. This act becomes effective July L, 1998.
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Section by Section Summary
PSO Medicare Licensing

98-LFZX-0r8(4.17)
Page &
Line #

G.S. 1318-275 General Provisions:
o Contains general declarations of legislative intent.

o Provides a general overview of the federal statute permitting
provider sponsored organizations (PSOs) to provide coverage to
beneficiaries under the federal Medicare+Choice program.

o Appoints the Deparfrnent of Health and Human Resources,
acting through the Medical Care Commission, as the agency
which regulates PSOs and limits that regulation to the licensing
and regulating PSOs as risk bearing entities contacting directly
with the Medicarst-Choice progftrm.

o Contains the general requirement that each PSO must obtain a
license from the Departnent or be otherwise federally certified
to meet solvency requirements prior to providing health care
services to Medicare +Choice beneficiaries.

Page l,
lines 9-
25.

Page2,
lines 3-
7.

Page2,
lines 8-
12.

G.S. 13lE-276 Provides the definitions for key terms.

r "Provider sponsored organization" mirrors the definition in the
federal PSO statute (See Background information) but adds a
requirement that, unless otherrvise prohibited by law, at
least 507o of a PSO's govenring body must be composed of
licensed physicians.

o "Health care delivery assets" comes from the PSO solvency
regulations which were negotiated betrveen the Health Care
Financing Administration and representatives of the health care
and health insurance industries.

Page 3,
lines
2042

Page 4,
lines I I
-23

Page2,
lies 34-
38





G.S. l3lE-277 Directly or indirectly share substantial financial risk
o Defines what constitutes "directly or indirectly share substantial

financial risk". The provision is modeled after federal antitnrst
guidelines for physician networks.

G.S. 13lE-278
r Exempts licensed PSOs, their plan contracts, provider contacts,

and other arrangements from regulation under Chapter 58 of the
General Statutes, the North Carolina instrance laws.

G.S. l3lE-279
. Appoints the Medical Care Commission as the state licensing

agency for Medicare PSOs and permits PSOs to be licensed as
risk-bearing entities eligible to contact directly with Medicare if
they either meet the requirements of the PSO statue or have
received a federal waiver from sate requirements. (Federal
Waiver does not waive state consuner protection and qualtty
requirements).

r subsection (c) includes a specific time line and procedures for
the processing of applications for State PSO license. Under the
Federal PSO statute, state licensing requirements can be waived
by the federal government so that PSO applicants can contact
directly with Medicare in the event the state fails to act upon the
application within 90 days after receip of a substantially
complete application.

o Subsection (d) describes when an application is deemed
substantially complete so that the federal time line can begin at a
clearly defined time.

r Subsection (e) allows federal standards to supersede state PSO
standards if those standards are more favorable to the PSO or if
state standards are otherwise preempted by federal law.

Page 5,
lines
t7';0.

Page 5
lines
2944
and
Page 6,
lines l-
6.

Page6,
lines 7-
14.

Page6,
lines 15

-t7.





G.S. 13lE-280 Requirements for Applicants.
o Describes the detailed information which PSOs and their

sponsoring providers must provide in the licensing application.
o Each application must be certified by officer, in fomr prescribed

by Deparunent, and must contain the following:
1) organizational document of the applicant and each

sponsoring organization with > svo interest in the
PSO

2) bylaws, rules, regulations regulating internal aflairs
ofthe PSO and each sponsoring provider> SYo

3) document evidencing arrangements between PSO and
each sponsoring provider which create the
relationships and obligations described in 13lE-
276(n) (definition of PSO)
ftrmes and addresses of officers responsible for PSO
and of each >57o sponsoring provider and members
ofboards
copy of contact forrr between PSO and any class of
providers and copy of contact form between PSO
and TPA, marketing consultants, and sponsoring
providers
general statement describing the PSO, its sponsoring
providers, healthcare plan, facilities and personnel
license ofeach licensed provider
financial statements showing PSOs assets, liabilities
and sources of financial support; financial statement
of each >5% sponsoring provider (information
regarding sponsoring providers which hold an
interest in the PSO of 5% or less would not be
required to provide personal financial information)
if guarantees uses, financial from guarantors
financial plan covering the first 12 months of
operation and which meets provisions of l3lB-282
(requiring a financial plan). If losses are projected,
plan must cover 12 months past break-even.
description of geographic areas to be served
description of the procedures to be implemented to
meet protection against insolvency requirements of
131E-298.

4)

s)

6)

7)
8)

e)
l0)

ll)
12)

Pages

6-7, and
page 8,
lines 1-

4.





G.S. t3lE-281

o In addition to information filed under l3lE-280(a) (above),
each application must also include a description of:
1) prognm to ensure network suffrciency (services

accessible without wueasonable delay)
2) program used to evaluate whetherthe sponsoring

providers will provide a substantial portion of
services

3) programtoveriffproviderscredentials
4) URprogram
5) QM program
6) applicant's network of sponsoring and contracted

providers and evidence that the network can provide
all services except out of network and emergency

(b) Deparftnent may promulgate rules exempting any of the
above from being filed

Page 8,
lines 8-
26.

Page 8,
lines
2l-28.

G.S. 13lE-282
o Describes the standards which PSOs must meet in order to

receive their initial license.

o Assets, binding commitnnents and sweat equity provided by
sponsoring providers may be credited for a portion of the
working capital requirements for PSOs.

r Requires initial net worth of $1.5 million, reduced to $1.0
million if the PSO demonstates that it has a sufficient
administative infrastructure in place. (NC HMO Act = SI
million in working capital.)

o At least $750,000 of net worth must be in cash or cash
equivalents; a portion of intangible value may be included in the
net worth calculation.

Page 8,
lines
30-43.

Page 9,
lines
3743.

Page9,
lines 3-
7.





G.S. t31E-283 Financial Plan

Section l3lB-282 requires a PSO to submit a financial plan as part
of its application.
r The elements which must be included within the financial plan

include:
l) detailed marketing plan
2) statements of revenue and expenses on an accrual

basis
3) cash flow statements
4) balance sheets

5) assumptions in support of the plan.

r A PSO must demonstate that it has the resources available to
meet the projected losses for the entire period to break-even.

o Also describes the extent to which letters of credit and
guarantees may be included as an acceptable resource.
Standards on guarantees mirror the requirements under the
federal PSO rule negotiated between HCFA and representatives
of the health care and health insurance industies.

Page 10

and
page

u,
lines l-
5.

G.S. 13rE-284

r Describes the filing requirements for licensed PSOs when there
are modifications to the PSO's initial application.

G.S. l3lE-285 Deposits.

r Requires PSOs to make a deposit of $100,000. (NC HMO Act =
$ 500,000). The deposit will be included as part of the
calculation of the PSO's net worth.

o Department procedures govern administation of deposits

Page

I l,
lines
26-30.





G.S. 13lE-286 Ongoing Financial Standards.

r Establishes the net worth requirements which a PSO must meet
once it is licensed and begins operations.

l. On an ongolng basis, PSOs are required to have a
minimum net worth in the greater amount of:
(a) $l million; (NC HMO Act = Slmillion);

(b) 2Yo of prerrriums on first $150 million ard lYo
thereafter:

(c) an amount equal to three months uncovered health
care expenditures; or

(d) a specified percentage of annual health care
expendinres.

o These standards mirror the rule negotiated between HCFA and
representatives of the health care and health insurance industries.

o The Medical Care Commission has discretion to lower the
financial threshold for PSOs operating primarily in nral areas.

Page

ll,
lines
3t-M.

Page
12,
lines
3t-32.

G.S. 13lE-287 Reporting.
o Requires PSOs to file quarterly reports on financial information

relating to PSO solvency standards until break-even.

o Then reports will be submitted annually if the PSO has a net
operating surplus.

o If the PSO does not have a net operating surplus, then reports
will be either mqnthly or quarterly, as specified by the Medical
Care Commission.

Page

t2,
lines
4t44.





G.S. l3lE-288 Liquidity.
o Requires each PSO to have sufficient cash flowto meet its

obligations as ttrey become due.

o Maintenance of a current ratio of 1:1 is provided as an indicator
of insuffrcient cash flow, but maintenance of such aratia is not
required unless imposed by the Medical Care Commission as a
corrective action.

r Conective action may include a change in the distibution of
assets, a reduction of liabilities or altemative arangements to
secure additional funding to restore the current ratio to l:1

o If there is a change in the availability of outside resources, the
Departnent shall require the PSO to obtain funding from
alternative financial resources.

o The liquidity provisions mirror the federal negotiated rule on
solvency standards, but clarifr the discretionary aspect of the
guidance on a cunent ratio of 1:1.

Page
13,

lines 5-
32.

G.S. 13lE-289 Minimum Net Worth
. Requires an ongoing minimum net wor0r in cash or cash

equivalents of either $750,000 or 40Yo of minimum net worth.
(NC HMO Act = 8I million).

o A lower amount may be allowed for PSOs operating primarily in
rural areas.

o Cash or cash equivalents held to meet the net worth requirement
must be current assets of the PSO. These rules mirror the federal
negotiated rule for PSO solvency.

Page
13,

lines
3343.

G.S. t31E-290 Prohibited Practice.
o Prohibits PSOs and their sponsoring providers, not otherwise

licensed under Chapter 58 (insurance laws) to describe
themselves as being in the insurance casualty, or surety business.

o Also prohibits them from engaging in conduct prohibited by the
PSO's Medicare contract.

Page

14,
lines 1-

6, and
7-9.





G.S. l3lE-291 Collaboration with local health departments.
o Requires PSOs and their sponsoring providers to collaborate

with local health departments in health promotion and disease
prevention.

Page

t4,
lines
10-13.

G.S. 13lE-292 Coverage Requirements,
o PSOs are required to meet the coverage requirements of their

Medicare confact.

o If Medicare allows PSOs or their participating providers to
object on moral or religious grounds to providing items or
services to a Medicare beneficiary, the PSO/provider may make
such objection. (includes advanced directives)

Page
t4,
lines
t5-t7

lines
t8-23.

G.S. 13lE-293 Reimbursement Rates.
o Rates under PSO's Medicare contacts are govemed by the terms

of that confiact.

Page

t4,
lines
25-27.

G.S. 131E-294 Consumer Protection and Quality Standards.
o Applies to PSOs the same standards and requirements that the

Departrnent of Insurance applies to health maintenance
organizations under Chapter 58 wittr respect to:

l. consumer protection and quality management prograrns,
2. utilization review procedures,
3. unfair or deceptive tade practices,
4. antidiscrimination,
5. provider accessibility and availability,
6. and network provider credentialing.

o May be superseded by federal law or mandated by the Medicare
progftm.

o 42U.S.C. Sec. 1395w-25(a)(2)(G) providesthat PSOs which
have received federal waivers from state insolvency
requirements must still comply with state laws regarding
consumer protection and quality standards imposed upon PSOs,
unless those laws are superseded by federal law.

Page
14,
lines
28-39.





G.S. l3rE-295 Powers of Insurens and Medical Seryice Providers.
r Permits an insurer or a hospital or medical service corporation to

contact with a PSO to provide insurance and to provide
coverage in the event of the failure of the provider sponsored
organization or its sponsoring providers to meet its obligations.

Page

t4,
lines
4144,
page
15,

lines l-
8.

G.S. 13lE-296
o Requires the Medical Care Commission to perform

examinations of PSOs at least once every three (3) years or more
often as it deems necessary for the protection of the interests of
the people of this State.

G.S. 13lE-297
r Provides the Medical Care Commission to take action ifthe it

believes that the PSO is in a hazardous financial condition. For
example:

1) reduce total amount of present and potential liability
for benefits by reinsurance

2) reduce volume of new business accepted
3) reduce expenses by specified methods
4) suspend or limit the writing of new business for a

period oftime
5) require an increase in the PSOs net worth by

contribution
6) add or delete sponsoring providers
7)increase the amount of payments from the PSO
which sponsoring providers agree to forego, or
8) require additional guaranties from sponsors or their parents

o Permits the Medical Care Commission to adopt rules to set
uniform standards and criteria for early warning for financial
problems and to set standards for evaluating the financial
condition of any PSO if the liquidity standards do not provide
suffrcient early warning of hazardous conditions of PSOs.

Page

t5,
lines
t6-34.

Page

15,

lines
3542.





G.S. l3lE-298
o Requires that each PSO maintains at all times an adequate plan

for protection against insolvency acceptable to the Departnent.

e Describes the elements of an acceptable plan ofprotection,
including the existence ofthe following:

l) reinsurance agreement preapproved by DeparEnent
and providing 60 day notice to department in event of
cancellation or reduction of coverage

2) conversion policy offered by an insurer in the event
of PSO's insolvency

3) legally binding unconditional guaranties
4) legally binding obligations of sponsoring providers to

forego payment in order to avoid insolvency

Page
16,
lines 1-
26.

G.S. 13lE-299 Hold Harmless Agreements or Special Deposits.
e Requires that PSo's include in their contacts with participating

providers the requirement that the provider hold &e Medicare
subscriber or beneficiary harmless ifthe PSO fails to pay the
provider.

o If there is no participating provider contact, then the PSO must
keep special deposits in cash or cash equivalents or through
reinsurance in uncovered health care expenditures reach a
specified threshold.

o The special deposit provision tacks the federal negotiated rule
for PSO solvency.

r The Departrnent may waive or reduce requirements of this
section.

Page
16,

lines
2844
and
page
t7.

Page
18,

lines 1-

5.

G.S. 13rE-300
o Requires each PSO to have aplan, in the event of insolvency, for

continuing benefits for the duration of the contract period for
which premiums have been paid and for the continuation of
benefits to beneficiaries who are confined in an inpatient facility
until their discharge or expiration of benefits.

Page

18,
lines 6-
26.





G.S. l31E-301 In the Event of Insolvency.
o All providers which were sponsoring providers of an insolvent

PSO within the previous 12 months are required to offer all
beneficiaries enrolled with the insolvent PSO covered services
without charge for thirty (30) days.

o In addition, requires the Medical Care Commission to allocate
the insolvent PSO's confracts to other PSOs operating in the area
and to allocate the insolvent PSO's beneficiaries who are unable
to obtain other coverage.

Page

18,

lines
27-43.

Page

19,

lines 3-
11.

G.S. 13rE-302
. Requires immediate coverage of beneficiaries by carriers

providing replacement coverage within a period of 60 days of
discontinuance of prior PSO contract or policy providing and
without reducing benefits otherwise available under the prior
PSO contract or policy.

G.S. l31E-303 fncurred But Not Reported Claims.
o Requires PSOs to make estimates of their liability for inctured

by not reported claims.

.s. l3rE-304 Suspension or Revocation of License.
o Permits the Medical Care Commission to suspend, revoke, or

refuse to renew a PSO license in certain events, such as:
1. the PSO operates significantly in contavention of its

basic organizational document or
2. if it substantially fails the liquidity targets and no longer

maintains the financial reserve requirements or
3. ifthe continued operation of the PSO would be

hazardous to benefi ciaries.

Page

19,
lines
3744,
and
page

18,

lines l-
34.

G.S. t31E-305 Administrative Procedures.
o Requires the Medical Care Commission to notift PSOs if their

applications are denied or if their licenses are revoked or
suspended and provides them with rights to a hearing on the
denial, suspension or revocation.





G.S. l3lE-306 Deparfment of Insurance.

e Permits the Medical Care Commission to request that the
Departnent of Insruance evaluate a PSO's compliance with any
or all of the solvency requirements set forth in this Article.

r Upon such a request, the Departnent of Insurance is required to
undertake the evaluation in accordance with this Article and
regulations issued thereunder and report its evaluation to the
Medical Care Commission in a timely manner.

o The Departnent of Insurance is entitled to collect from the PSO
subject to the evaluation a fee not to exceed the fee ttrat the
Departrnent of Insurance would be entitled to impose on an
health maintenance orgamzation for undergoing a similar
evaluation.

o The Medical Care Commission retains final authority to license
PSOs in accordance with the PSO Act.

Page

2t,
lines 6-
16.

G.S. t31E-307 Fees.

r Requires PSOs to pay fees for applications,license renewal and
filing of annual reports.

G.S. l3lE-308 Penalties end Enforcement.

o Imposes penalties (Class I misdemeanor) ifthe provisions of
this Article are violated or threatened to be violated

r authorizes the Medical Care Commissionto institute
proceedings for cease and desist orders or injunctive relief.

o Authorizes the Department to institute a proceeding in the
Superior Court of Wake County to obtain injunctive or other
appropriate relief.

Page

21,
lines
2644.
Page

22,
lines l-
14.





G.S. l31E-309 Statutory Constmction and Relationship to Other Laws.
o Provides that, unless specified insurance laws and provisions of

hospital or medical service corporation laws are not be
applicable to any provider sponsored organization granted a
license under this Article or to its sponsoring providers when
operating under such a license.

r Licensed PSOs are not deemed to be practicing medicine or
dentistry.

o PSO solicitation shall not be constued to violate professional
prohibitions on solicitation.

Page

22,
lines
ts-32.

G.S. 13lE-3r0 f ilings and Reports are Public Records.
o Exempts PSO and sponsoring provider trade secrets and

competitively sensitive information from public record rules.

G.S. 131E-311 Confidentiality of Medical Information.
o Medical information given to PSO or its providers is

confidential, but may be released under limited circumstances
specified in statute.

r PSO may claim provider privileges against disclosure.

Page

22,
lines
38-44
and
page

23,
lines l-
6.

G.S. 1318-312 Conflicts and Severabitity,
r The provisions of the PSO Act prevail when there is a conllict

with otherprovisions of Chapter l3lE ofthe General Statutes.

o Requires the Medical Care Commission to process PSO
applications in the absence of promulgated regulations.

o Severs any section ofthe Article which is determined to be
invalid.

Page

23,lines
7-15.





G.S. l3lE-313 Regulations.
r The Article is self-implementing

o No laterthan six (6) months afterthe date of enacfinent of the
PSO Act, the Medical Care Commission may promulgate rules
and regulations consistent with the PSO Act to authorize and
regulate provider sponsored organizations to confract directly
with the federal Medicare program to provide health care
services to the beneficiaries of such progftrms.

Page

23,lines
16-27.

Makes PSOs statute effective June l, 1998.
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EXHIB'IT A

ARTICLE 12M.
Joint Legislative Health Care Oversight Committee.

Sec.
120-70.110. Creation and membership of Joint Legislative Health Care Oversight

Committee.
120-70.11l. Purpose and powers of Committee.
120 -7 0.1 12. Or ganization of Committee.

$ 120-70.110. Creation and membership of Joint Legislative Health Care Oversight
Conmittee.

There is established the Joint Legislative Health Care Oversight Committee. The Committee
consists of l4 members as follows:

(l) Seven members of the Senate appointed by the President Pro Tempore of the Senate, at
least three of whom are members ofthe minorityparty; and

(2) Seven members of the House of Representatives appointed by the Speaker of the House
of Representatives, at least three of whom are members of the minority ptrty.

Terms on the Committee are for two years and begin on the convening of the General
Assembly in each odd-numbered year, except the terms of the initial members, which begin on
appoinfinent. Members may complete a term of service on the Committee even if they do not
seek reelection or are not reelected to the General Assembly, but resignation or removal from
service in the General Assembly constitutes resignation or removal from service on the
Committee.

A member continues to serve until the member's successor is appointed. A vacancy shall be
filled wiftin 30 days by the officer who made the original appointnent.

(1997-443, s.22.1O).)

Editor's Note. - Session Laws 1997-443, s. 35.5, made this Article effective July 1, 1997.

Session Laws 1997443, s. 1.1, provides: 'This act shall be known as '[he Cunent Operations and
Capital lmprovements Appropriations Act of 1997"',

Session Laws 1997-443, s. 35.4, is a severability clause.

This section was enacted as $ 120-70.96 by Session Laws 1997.443, s.221.lt has been recodified at
the direction of the Revisor of Statutes.

S 120-70.f 11. Purpose and powers of Committee.

(a) The Joint Legislative Health Care Oversight Committee shall review, on a continuing
basis, the provision of health care and health care coverage to the citizens of this State, in order
to make ongoing recommendations to the General Assembly on ways to improve health care for
North Carolinas. To this end, the Committee shall study the delivery, availability, and cost of
health care in Norltr Carolina. The Committee may also study other matters related to health care
and health care coverage in this State.

(c) 19,f4-1998 by LEXS Law Publishing, a division of Reed Elsevier Inc. and Reed Elscvier Properties Inc. All Rigba Resered
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(b) The Committee may make interim reports to the General Assembly on matters for which
it may report to a regular session of the General Assembly. A report to the General Assembly
may contain any legislation needed to implement a recommendation of the Committee.

(1997443, s.22.1(b).)

Editot's Note. - This section was enacted as g 120-70.97 by Session Laws 1997-443, s. 22.1. lt has
been recodified at the direction of the Revisor of Statutes.

$ 120-70.1 12. Organization of Committee.

(a) The President Pro Tempore of the Senate and the Speaker of the House of
Representatives shall each designate a cochair of the Joint Legislative Health Care Oversight
Committee. The Committee shall meet at least once a quarter and may meet at other times upon
the joint call of the cochairs.

(b) A quorum of the Committee is eight members. No action may be taken except by a
majority vote at a meeting at which a quonrm is present. While in the discharge of its official
duties, the Committee has the powers of ajoint committee under G.S. 120-19 and G.S. 120-19.1
through G.S. 120-19.4.

(c) Members of the Committee receive subsistence and tavel expenses as provided in G.S.
120-3.1. The Committee may contact for consultants or hire employees in accordance with G.S.
120-32.02. The Legislative Services Commission, through the Legislative Services Offrcer, shall
assign professional staff to assist the Committee in its work. Upon the direction of the
Legislative Services Commission, the Supervisors of Clerks of the Senate and of the House of
Representative,s shall assign clerical staff to the Committee. The expenses for clerical employees
shall be borne by the Committee.

(1997443, s.22.1(b).)

Edito/s Note. - This section was enacted as g 120-70.98 by Session Laws 1997-443, s. 22.1. lt has
been recodified at the direction of the Revisor of Statutes.

(c) l%a-1998 by LE)OS Law Pubtishing, a division of Reed Elsevier lnc. and Reed Elsevier Properties Inc. All Rights Rescwed
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EXHIBIT B

George R. Hall, Legislative Services Officer
(e1e) 733-7044

Elaine W. Robinson, Direc{or
Administrative Division
Room 5, Legislative Building
16W Jones Street
Raleigh, NC 27603.5925
(919) 73$7500

Gery F.Cohen, Diredor
Bitl Drafting Division
Suite401, LOB
300 N. Salisbury St.
Raleigh, NC 2760&5925
(919) 733€660

Thomas L Covington, Direclor
Fiscal Research Division
Suite 619, LOB
300 N. Salisbury St.
Raleigh, NC 2760&5925
(919) 7334910

Tony C. Goldman, Diredor
Information Systams Division
Suite4@, LOB
300 N. Salisbury St.
Raleigh, NC 2760&5925
(919) 733€834

Tensnce D. Sullivan, Dedor
Research Division
Suite 545, LOB
300 N. Salisbury St
Ralelgh, NC 2760$5925
(919) 73$2578

TO:

FROM:

RE:

DATE:

Members,
Joint Legislative Health Care Oversight Committee

Representative James Crawford, Chairman
Pharmacy Issues Subcommittee

Final Report on Activities and Recommendations

May 18, 1998

Membership:

Representative Jim Crauford, Chair
Representative Edd Nye
Representative Thomas Wright
Senator Jim Forrester
Senator Wib Gulley
Senator Beverly Perdue

Scope Of Study:

The Pharmacy Issues Subcommittee was appointed by the Co-Chairrren of the Joint Legislative Health Care
Oversight Committee on February 10, 1998. The subcommittee was directed to study the proposed
amendments to the Pharmacy Practice Act and Senate Bill 866, Thfud Edition, concerning managed care,
prescription drug reimbursements and market competition in the retail drug industry. The subcommittee
was asked to report any legislative recommendations to the full Committee prior to the beginning of the
1998 General Session.

Activities:

The subcommittee met five times. At the first meeting on March 10, representatives from the Pharmacy
Association and the Board of Pharmacy presented a series of proposed changes to the Pharrracy Practice
Act. The industry draft proposal was thoroughly discussed. Numerous questions were raised and staffwas
directed to draft a bill to incorporate the amendments as well as other provisions at the suggestion of
members and others attending the meeting.

A''I EOUAL OPPORruNTY/AFFIRMATryE ACTION EMPLOYER
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The next meeting was held on March 17. The focus of this meeting was Senate Bill 866 (Third Edition).
Mike James, representing the NC Retail Pharmacy Association, spoke in favor of SB 866. Brad Adcock,
representing Blue Cross Blue Shield bpoke against the bill. The subcommittee members presbnt and other
interested parties were invited to submit to the Chair amendments to the bill for subcommittee discussion,
but none were submitted.

The next meeting was held on April 20. The subcommittee voted to endorse SB 866, Third Editioq without
amendments. The draft proposal to amend the Pharmacy Practice Act was reviewed and several suggestions
for further revisions were made.

The next meeting was held on May 7 to review the draft proposal to amend the Pharmacy Practice Act. The
subcommittee was informed by several individuals in attendance that the did not have the unanimous
support of all affected parties. The subcommittee acknowledged this fact, but voted to recommend the draft
bill, with a minor amendment, to the Joint Legislative Health Care Oversight Committee.

Representative Crawford offered the subcommittee's recommendation to the Joint Legislative Health Care
Oversight Committee at its May 7,1998 meeting. The Commiuee, however, recommended that the
subcommittee review the submitted draft again to determine whether it could be further amended to include
only those provisions that were supported by all interested parties. The subcommiffee met agunon May 18,
1998. A pared down version of the previous draft was reviewed and voted out by the subcommittee.

Recommendation and Endorsement:

The subcommittee endorses SB 866 (Third Edition) and recommends AI{ ACT TO AMEND THE
PHARMACY PRACTICE ACT for intoduction to the 1998 General Session.
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EXHIBIT C

George R. Hall, Legislative Services Offtcer
(919) 733-7044

Elaine W. Robinson, Director
Administrative Division
Room 5, L€gislative Building
16W. Jones Stleet
Raleigh, NC 2760&5925
(919) 733-7500

Gery F. Cohen, Direclor
Bill Drafiing Division
Suite40l, LOB
300 N. Salisbury St.
Raleigh, NC 27603-5925
(919) 733€660

Thomas L. Covington, biredor
Fiscal ResEarch Division
Suite 619, LOB
300 N. Salisbury Sl.
Raleigh, NC 27603-5925
(919) 73&4910

Tony C. Goldman, Drcdor
Infomation Systems Division
Suite 400, LOB
300 N. Salisbury St.
Raleigh, NC 27603€925
(919) 7336834

Tenence D. Sullivan, Diredor
Research Division
Suite 945, LOB
300 N. Salisbury St.
Raleigh, NC 2760&5925
(919) 73&2578

TO: Members,
Joint Legislative Health Care Oversight Committee

FROM: Senator Wib Gultey, Chairman

Health Care Information Privacy Subcommittee
RE: Subcommittee's Report on Activities and Recommendation

DATEr May 18, 1998

Membershio:

Senator Wib Gulley, Chairman
Senator Leslie Winner
Senator Fletcher Hartsell
Representative Ed Nye
Representative Theresa Esposito
Representative Joanne Bowie

Scope ofStudy:

The Health Care Information Privacy Subcommittee was appointed by the Co-Chain of the Joint
Legislative Health Care Oversight Committee on February 10, 1998 and was directed to study
emerging issues related to the integrity and privacy of health information that is increasingly
being stored in computers and fiansmitted exchanged electronically over wide networks. The
Subcommittee was asked to report its findings concerning the adequacy of Norttr Carolina law to
protect the privacy of health information and any legislative recommendation for the 1998

General Session.

Activities:

The subcommittee met twice. The subcommittee's deliberations focused on: howtechnology is currently
being used to improve health care; why clear and comprehensive rules regarding the collection, us€, storage

and disclosure of computerized health information is crucial; the need for State legislation; and federal
proposals to protect the privacy of health information and federal preemption of State legislation.

AN EOUAL OPPORTUNITY/AFFIRIilATTIG ACTIOITI EMPLOYER
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The subcommittee heard testimony and presentations from several individuals who are experts in health
' information management and privacy issues including:'Bill Cox, Director, Division of Information
Resoruce Management, NC Departnent of Health and Human Services; William D. Mattem, MD, Associate
Dean Academic Affairs, UNC School of Medicine; Jean T. Foster, RRA, NC Health Information
Management Association, Pitt County Memorial Hospital, and James Belliard, MD, President of the NC
Psychiatric Association.

Barbara B. Garlock, Kilpatrick, Stocklon LLP, and Walter E. Daniels, Daniels and Daniels, PA provided the
subcommittee with a detailed overview of proposed legislation initiated and drafted by the North Carolina
Healthcare Information and Communications Alliance. Inc.

Findines:

Legislation is needed in North Carolina that will ensure that health information is: 1) sectre, private,
accuf,ate, and reliable; 2) properly disclosed or modified; and 3) accessible only to those with a legitimate
need for the information.

Rgcommendatiqn:

The subcommittee recommends AN ACT TO PROTECT TIIE PRMCY OF HEALTH
INFORMATION for introduction to the 1998 General Session.
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North Carolina General Assembly
Legislative Seruices Office George R. Hall, Legislative Services Officer

(919) 73&70,14

:laine W. Rbbinson, Director
qdministrative Dvision
Loom 5, Legislatw Building
l6 W. Jones Street
laleigh, NC 2760&5925
:e19) 739'7500

Geny F.Cohen, Dircc{or
Bill Drafring DiMsion
Suite 401, LOB
300 N. Salisbury St.
Raleigh, NC 27603-5925
(919) 733$660

Thomas L. Covington, Direhor
Fiscal Researdr Division
Suite 619. LOB
300 N. Salisbury St.
Raleigh, NC 2760$5925
(919) 73$4e10

May 18, 1998

Donald W. Fulford, Drector Tenenoe D. Sullfuan, Dredor
Infomation Systems Dvislon Research Division
Sulte 400, LOB Suite $45, LOB
300 N. Salisbury St. 300 N. Salisbury St.
Rareigh, Nc 2760&5925 Ralelgh, NC 2760S5925
(919) 7336834 (919) 733-2578

The Honorable Daniel F. McComas, Chairman
House Insurance Subcommittee on Health
Room 2123
Legislative Building
Raleigh, North Carolina 27611

Dear Representative McComas :

The Legislative Research Commission authorized the Joint Legislative Health Care Oversight
Committee to study issues related to prescription drug competition in the interim period between the
1997 and 1998 Regular Sessions. [Sec. 2.7,5.L.483 (SB 32)]. As authorized, the Committee
conducted a thorough study of Senate Bill 866 (3rd Edition), "Prescription Drugs/Competition." SB
866 passed 3rd reading in the Senate on April 30,lggT,and was referred to the House Insurance
subcommittee on Health on May 27, t997. It is currently pending in &at committee.

The Joint Legislative Health Care Oversight Committee carefully considered the impact SB 866
is expected to have on the financial stability of independent pharmacies, health care costs,
prescripion drug market competition, managed care and the public's health. The Committee heard
from health care providers, payers, consumers, retail pharmacists and other interested parties. As a
result of its review, the Committee decided to endorse the bill, in its current version.

The Committee requests that your Subcommittee consider giving SB 866 (Third Edition) a
favorable report during the 1998 Regular Session.

Sincerely,

C-W.QL
Copy to: Chair, Senate Commerce

Chair, Senate Rules
Chair, House Rules
Speaker Harold Brubaker
President Pro Tem Marc Basnight

AI{ EQUAL OPPORTUNITY/AFFIRMATTVE ACNON EMPLOYER
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SENATE BILL 866*
Commerce Committee Substitute Adopted 4129197

Third Edition Engrossed 4/30197

Short Title: Prescription Drugs/Competition.

Sponsors:

1

2
3
4
)
6
7
I
9

10
t1
t2
13
14
15
16
17
18

19
20
27

Referred to:

April 15, 1997

A BILL TO BE ENTITLED
AN ACT TO PROMOTE COMPETITION, CHOICE, AND AVAILABILITY IN

THE PURCHASE OF PRESCRIPTION DRUGS AND PHARMACEUTICAL
SERVICES.

The General Assembly of North Carolina enacts:
Section 1. Article 51 of Chapter 58 of the General Statutes is amended

by adding a new section to read:
"$ 58-51-37A. PrescriotiorLdrugs and oharmaggutical services benefits.

(AL This section aplrlieE_only to healt]r -benefit-plans that prgvide benefits for
prescription drugs and pharmaceutical services.

(b) The purposes of this s-ecti-on are:
(]} To promote competition among and continued avallability of rgtail

pharmacies that redeem benefits for prescriptioE drqgs and
pharmageutical services provided tLconsumers by a health benefit
plan or insurance certificate.

@ To prohibit anticomLetitive restrictions in phjrrmacy provider
contracts between a pharmacy and a health benefit plan. insurer.
or third-party administrator.

(f) To enable a pharmacy to establish withoq! restriction its prices for
bgth prescription -drugs and pharmaceutical services. gs well as -to
control its hours of operation.
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g)

€)
plan or an insurer at the pharmacy of the beneficiary's choice.
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4
5
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(u:
or pharmaceutical services. or both. provided by a health benefit
plan or an insurer.

L2\ 'Drug' or 'prescription drug' means any substance subject to the
Federal Food.Drug. and cosmetic Act. 21 U.S.c. Q$ 301-395. as
amended.

(3):

EmploJree Retirement Income security Act of 1974. as amended. or
by an:r waiver of or other exception to the act provided under
federal law or regulation. 'Health benefit pran' does not mean
accident only insurance. or credit insurance. or disabilit)'income
insurance.

g) 'Insurer' means any entity that provides or offers a health benefit
plan. including. but not limited to. an entity subject to Article 49.
Article 65. or Article 67 of this Chaprer.

90 of the General Statutes to be registered with the North carolina
Board of Pharmacy. unless otherwise expresslv provided in this
section. the term 'pharmac]r' also means a pharmaclr that redeems
benefits under a health benefit Blan. insurer. or third-Barty
administrator throu&h a pharmacy provider contract or otherwise.
'Pharmacy provider contract' means a contract or agreement
between a pharmacy and a heElth benefit plan. an insurer. or a
third-party administrator under which the pharmacy agrees to
redeem prescription drugs and pharmaceutical services benefits
provided b:r a health benefit plan or insurer to the subscribers or
beneficiaries of the plan or health insurance certificate.
'Third-party administrator' means a person who directllr or
indirectly solicits or effects coverage of. underwrites. collects

c5)

G)

polic], or certificate: a nonprofit service corporation contract: a

Page 2
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To-further ensure that -consum-ers may redeem-preJcription dBrgs
and lrharmaceutical services benefits allowed by a health benefit

frla! or an insurer at the pharmacy-of the beneficiary's cLoice.
To corginqe to enable a health benefit plan. insurer. or third-part.v
admiListrator-@ establish prescriptign dpg-and pharmaceutical
services benefig$ it proddes to its beneficjaries or insureds. so long
as in so doing it does not interfere Jrith the right of the pharmacy
to establish its own price or charge Lor the drug-or service.

(c) As used in this sectioru
g) 'Benefit' or 'benefits' means a bqnefit for either pregqdption drugs

or pharmaceutical services. or both. prwided b]' a health benefit
olan or an insurer.
'Drug' or 'prescription drug' means any substancg srl.biect to the
Fed-eral Food. Drug. and Cosmetic Act. 21 US.C. QQ 301-395. as

amended.
'Health benefit plan' means an accident and health insura$ce
policy or certifigte: a nonprofit service -corpor-ation cont{4ct: a
health maintenance organiEation subscribgr-contract: a plan
provided by a multiple employer welfare arrangement: coverage
provided by an employer under G.S. 97-93: or a plan provided by
anotber- benefit jrrrangement. to the extent permitted -by the
Employee Retirement Income Sgcurity Act of 1974. as ameqded. or
b], any waiver of or other- exception to tbg act plovided under
federal law or regulation. 'Health benefit plan' does not mean
accident only insurance. or credit insurance. or disaEility income
insurance.
'Insurer' means anv entity that provides or offers a health bg$efit
plan. including. but not limited to. an entity subject to Artigle 49.

Article 65. or Article 67 of this Chapter.
'Pharmacy' means a pharmacy required by Article-4A of Chapter
90 of the General Statutes to be registered with the North C3lolina
Board of Pharmacy. Unless-othqrwise expfessly prqvided in this
section. the term-'pharmacv' also means a pharlnacy that redeems
benefits qn-der a health benefit plgn. insurer. or third-party
administfator through a phar!0lrcy provider contract or otherwise.
'Pharmacy provider contract' mqlrns a contract or agreement
between -a pharmacy and a health benefit plan. aE insurer. or a

third-party administrator- under Jvhich the pharmacy agrees to
redeem prelcription drugs and pharmaceutical services benefits
provided blr a health benefit plan or insurer to the subscribers -or
beneficiaries of the Blan or health insurance c-ertificate.
'Third-party- administrator' me-ans a persoE who directbr- or
indiregtl)' solicits or effects coverage of- underwrites. collects

G)

(5)

Q

(a

e)

€)

!il
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with a health benefit plan.
1

2
3 (d) Notqrithstanding G.S. 58-51-37. a health benefit plan. insurer. thiEd-party
4 administrator. or other entity shall not. directly or indirectly.-restrict or profiibit g
5 pharmagy that is not-a partv to a pharmacy provigler contract from establishing its
6 char&e or prige for prescription drugs -and pharmaceutical-Services. or both. or its
7 hours of ogeration.
8 (.e) $ubject to the provisiogs of thig section. g benefit for prescription drugs or
9 pharmaceutical services or both may -be redeggred by the beneficiary at any pharmacy

10 of the_beneficiary's choice. Tbe -health benef,t plan. insurer. third-p3rty
11 administrator. or other person or entity ptoviding benefits shall redeem benefits for
12 prescription drugs or pharmaceutical services provided bJr a pharmacy that is not a

13 party to-a pharmacy provider contract at the same rate and in the sirme manner as it
74 redeems the benefits for the drugs or services provided by a pharmacy utul-er a
15 uharmacv orovider contract.
16 (fl A_ health benefit_plgn. insurer. third-party adrginistrator. or otLer person or
L7 entity providing benefits may not-directly olindirectly. restrict -or financially coerce
18 the beneficiary's choice of pharmacy,
19 (g) Notwithstanding G.S. 58-51-37._if the gharge or price established by the
20 pharmacy for a prescription drug or phAfmaceutical service. or both. is greater than
27 ths benefit allowed by the heglh begefit ple$ or insuler for tle drug -or service. then
22 the berleficiary is responsible _for paying the p.Lrarmacy the difference between the
23 benefit end the charge or prije of_ the pharmacy for the prescription drug or
24 pharmaceulical service. or both. Prior tqlilling the prescription,-if the beneficiary
25 requests the information and the pharmacist has the infonlration. the pharmacist shall
26 inform the beneficiary what the price difference will be.
27 (h) A health benefit plan. insurer. or third-party adminiltrator shall not restriq.! or
28 prohibit. directly or indirectly. a pharmacy that is not a party to a pharmacy provider
29 contract from charging the benqficiary for sgrvices rendered by the pharmacy that are
30 in addition to charges for the drug. for dispensing the drug. or for Batient counseling.
31 (i) The health benefit plan or the insurer shall inform all beneficiaries under the
32 plan that benefits ma], be redeemej at any phAlmacy which thejeneficiary chgoses.
33 This inlormatign shall be communicated through reagonable means on a limely basis
34 and at regu.lar inlervals. The health benefit plan. insqrer.-or third pArty adminiltrator,
35 shall not express an opinion or judgment as tg what a pharmacy's charge or price
36 should be or what a beneficiary's co-paymeJntjifference should be. This information
37 shall also be included in the_written summary or d_escription of the_health benefit
38 plan or insgr4nce. as well as other written communications furnished to beneficiaries
39 where benefits are mentioned. Nothing irLthis section shall prevent a health benef,t
40 plan or insurer from noti4ring its enrollegs or participants of whig.h pharmagies have
41 ageed to fill prescriptions without any Additional charges.
42 (j) A pharmacy eligible to redeem beneEts Under a health benefit plan mry
43 announce and advertise that eligibility in a commercially reasonable manner.
44 (,k) Penalties:

Senate Bill 866 Page 3
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G)

@

extent of the conflict.

co**isiott"r fittd. th"t th. p"rcott or 
"ntitu 

ir irr oiol"tiorrlf ,lri,
section. the commissioner shall reduce the findin& to writing and
issue atrd se*e upo.t the person or entity air orderueouirirrg the
p"rson or 

"ntity 
to .""r" u.td d"ri.t fto- 

"trg"girt& 
in th" l.ioliiiorr.

A person or entity required to cease and delisi oursuant to this
t".tiott *uy ob,uio " t".ri"* of th. r."r. 

"rrd 

-d..i., 
ord".E

accardance with .the procedures set forth in G.S. 5g-63-3' A
person or entit), found to be in violation of this section shali be
subiect to civil monetary penalties for rriolations committed on and
after the date the person or entity received the statement of
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(Q The Commissioner of Jnsurance Shall not approve any health
benefit plan or polic)' providing prescription drugs or
pharmaceutical services benefits that does not conform to the
proyl$ions of this section.

{4 Any provision of a health benefit plan that is executed. delivered.
or renewed or otherwise contracted for in _this State tha!. is in
conflict with any prgvision of this section shall be void. to the
e*ent of the conflict.

G) Any Eovision of a pharmac!' provider contract between a health
benefit plan. or insurer. or third-party administrator. olother
person subject to the orovisions of this section and a pharmacy. or
pharmacist licensed under Article 4A of Chap.tgr 90 of the General
Statutes. that is in conflict with this section is void to the extent of
the conflict.

gl The Commissioner of Insurance shgll investigate and sanction any
person. health benefit plan. insurer-Lhird-party administrator. ot
other person that violates the provisions of this section. pursuant to
Chapter 58 and other applicable law.

(l) A health benefit plan or insurer. olErird-party administrator. or
other person that violates this section shall Ee subject to the
provi$tons of G.S. 58.2-70-concerning civil penalties. restitution.
and summary suspension of license or certificate: provided.
however. if pursuant to G.S. 58-2-70(d). monetary civil penalties
are directed by the Commissioner. for the purposes of this section.
these penalties shall not be less than o3e thousand dollars ($1.000)
per day. nor more than ten thotlsand dollars ($10.000) per day.

(6) If the Comrnissioner has reason to believe tLat a health benefit
plan. insurer. third-part,v administrator. or other person or entity
has failed to comply with this section. the Commissioner shall issue
and sene upon the person or entity a statement of the charges in
that respect and a notice of hearing to be held at the_time and
place fixed in the notice. which shall not be less than 10 days after
the date of service of the noticg, If. after hearing- the
Commissioner finds that the person or entity is in violation of this
section. the Commissioner shall reduce the finding to w{iting and
issue and serve upon the person or entity a.ir order requiring the
person or entity to cease and desist from engaging in the viol-lrtion.
A Person or entity reguired to cease and desist pursuant to this
section may obtain a review of the cease and desist orde! in
accordance with the procedures set forth jn G.S. 58-63-35. A
person or entilv found to be in violation of this section shall be
subject to civil monetary penalties for violations conunitted on and
after the date the person or entity received the-statement of
charges and notice of hearing from tbe Commissioner.
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t4
15

this Chapter to enforce violations of this section. includi4g
additional authority provided in this section.

(Q The Attorney General shall bring such, actions-as are necessary to
enforce or prevent violations of this section. eilher through
representation of the Commissioner of Insurance or otherwise.r'

Section 2. If any provision of this act or the application of this act to any
person or circumstance is held invalid, the other provisions or applications of this act

shalt be given effect without the invalid provisions or applications.
Section 3. This act applies to every health benefit plan as defined in

Section 1 of this act that is delivered, issued for deliverlr or renewed on or after
October 7, 1997. For purposes of this act, renewal of a health benefit plan is
presumed to occur on each anniversary of the date on which coverage was first
effective on the person or persons covered by the health benefit plan.

Section 4. This act becomes effective October 7,1997.
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MEMORANDUM

TO:

FROM:

RE:

Members of the Joint Legislative Health Care Oversight Subcommittee on Pharmacy
Issues
Linda Attarian, Staff Counsel

Bill Summary of Senate Bitl 866, Third Edition: Prescription DrugVCompetition

Background:
Under curent law, an inswer who provides pharmaceutical benefits to its enrollees must

contact with any pharmacy willing to agree to the terms offered by the insurer. This policy was
implemented to provide all pharrracies the choice to participate in any health benefit plan and
thereby continue to serve its long-time customers, and to avoid having its customers "contacted"
away to other pharmacies.

Some conhacts offered to phamracies by insurers (typically HMOs) require the phannacy to
agree not to charge the beneficiary anything more than a set co-payment. Under such an
agreement, the insurer reimburses the balance of the pharmacy's cost of providing the
prescription dnrg and any associated pharmaceutical services provided to the beneficiary. Some
retail phannacists have found that the reimbursements are insufficient to provide a competitive
profit margin. The bill seeks to remedy this problem.

Summary of the bill:

The bill will apply to contacts between pharmacies and insurers and will affect all insrnance
companies, healtl maintenance organizations and other types of managed care organizations that
provide or administer benefits for pharmaceutical services to any resident of North Carolina.

AN EQUAL OPPORTUNfTY/AFFIRIIATTI/E ACTION EMPTOYER



l.

The bill provides the following duties and powers:

An insruer must allow the beneficiary to redeem their prescription dnrg benefits at any
pharmacy the beneficiary chooses, at the same mte and in the same manner as a contacting
pharmacy, even if the pharmacy the beneficia{v chooses does not agree to participate in the
health benefitplan according to the terms offered by the insurer. [See Page 3,lines B-15J.

An insurer may not do anything that would directly or indirectly restrict or financially coerce
the beneficiary's choice of pharmacy. [See Page 3,lines 16-18.

Notn'ithstanding the pharmacy of choice law, an insurer is prohibited from doing anything
that will directly or indirectly restrict a pharmacy tbat has not agreed to participate in the
health benefit plan from setting its oum prices for prescription drugs, pharmaceutical
senrices, or its hours of operation. [See Page 3, lines 3-7].

An insurer is prohibited from directly or indirectly restricting a pharmacy that has not agreed
to participate in the health benefit plan from charging the beneficiary for services rendene4 by
the pbannacy that are in addition to dispensing fees and patient counseling fees. An example
of an additional fee that could be charged is a fee for home delivery. [See Page 3, lines 2?-
301.

A pharmacy that has not a,geed to participate in the health benefit plan may charge &e
beneficiary the difference between the pharmacy's set price for the dnrg or service and the
total ofthe beneficiary's co-payment andthe insurefs reimbursement allowed underthe plan.
For exarnple:
o If the plan allows a co-payment of $5.00 and a reimbursement of $25.00 for a particular

prescription drug that the pharmacy has set the price at $40.00, the pharmacy could
charge the beneficiary $10.00 in addition to the S5.00 co-payment to cover the
pharmacy's price of the drug.; or

r If the pharmacy sets a $10.00 counseling charge on each prescription and the
beneficiary's health benefit plan only reimburses the pharmacy $5.00 for counseling on
each prescription the pharmacy could charge the beneficiary an additional $5.00 to cover
this cost. [See Page 3, lines 12-24].

In the situation in number 5, above, the phannacist must infomr the beneficiary of any price
differentials prior to the transaction if:
o the beneficiary asks if an additional charge wiil be due and if so, how much; and
o if the pharrracist has the information prior to the transaction. [See Page 3, lines 24-26].

The insurer must provide written information to all its enrollees on a timely basis and at
regular intervals, informing them that they may fill their prescriptions at any pharrracy they
choose and their benefit will be the same even if the pharmacy of choice does not participate
in the health benefit plan. [See Page 3, lines 3l-34J].

The insurer may not express an opinion or judgment as to what a reasonable price for a
particular drug or pharmaceutical service should be or what the beneficiary's co-payment
should be. [See Page 3, lines 34-37J.
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l.

The bill provides thefoilowing duties and powers:

An insgrer must allow the beneficiary to redeem their prescription drug benefis at any

pharmacy the beneficiary chooses, at the sarne rate and in the same malmer as a contracting

pharmacy, even if the pharmacv ttre beneficiar.v choosesdoes not agree to participate in the

heattb benefit okrn accodng !o the terms gffered by $re insr:rer. [See Page 3, lines 8-15].

An insurer may not do anything that would directly or indirectly restict or financially coerce

the beneficiary's choice of pharmacy. [See Page 3,lines 16-18.

Nonrrithstanding the phamracy of choice law, an insurer is prohibited from doing anything

that will directly or indirectly restict a pharmacy that has not agreed to participate in the

health benefit plan from setting its own prices for prescription dnrgs, pharmaceutical

sewices, or its hours of operation. [See Page 3,lines 3-fl.

An insurer is prohibited from directly or indirectly restricting a pharmacy that has not agreed

to participate in the health benefit plan from charging the beneficiary for services rendercd by

the phamracy that are in addition to dispensing fees and patient corrnseling fees. An example

of an additional fee that could be cbarged is a fee for home delivery. [See Page 3, lines 27-
301.

A pharmacy that has not 4greed to participate in the health benefit plan may cbarge the

beneficiary the difference between the pharmacy's set price for the dnrg or service and the

total of the beneficiary's co-pa;ment and the insurer's reimbursement allowed under the plan.

For example:
o If the plan allows a co-pa]4nent of $5.00 and a reimbursement of $25.00 for a particular

prescrlption drug that the pharmacy has set the price at $40.00, the pharmacy could

charge the beneficiary $10.00 in addition to the $5.00 co-payment to cover the

pharmacy's price of the drug.; or
o If the pharmacy sets a $10.00 counseling charge on each prescription and the

beneficiary's health benefit plan only reimburses the pharmacy $5.00 for counseling on

eachprescriptionthe pharmacy could charge the beneficiary an additional $5.00 to cover

this cost. [See Page 3, lines 1224].

In the situation in number 5, above, the phannacist mrrst inform tle beneficiary of any price

dtfferentials prior to the transaction if:
o the beneficiary asl<s if an additional charge will be due and if so, howmuch; and

. if the pharmacist has the information png!to tbe transaction. [See Page 3, lines 24-26].

The insurer must provide written infonnation to all its enrollees on a timely basis and at

regular intervals, informing them that they may fill their prescriptions at any phannacy they

choose and their benefit will be the same even if the pharmacy of choice does not participate

in the health benefit plan. [See Page 3, lines 31-34]1.

The insrner may not express an opinion or judgment as to what a reasonable price for a
particular drug or pharmaceutical service should be or what the beneficiary's co-palment
should be. [See Page 3, lines 34-37].
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9. The insure may provide its enrollees with a listing ns{d j,

lines 39411.

Penalties:

An insnrer who violates this section will be subject to the provisions of G.S. 58-2-70 conceming
civil penalties, restitution, and sunmary suspension of its license or certificate. If any monetary
civil penalties are imposed, they shall not be less than $1,000 per day and not more than $10,000
per day. [See Page 4, lines 19-26]. Further, the Commissioner of Insurance is auttrorized to
issue and serve a cease and desist order. [See Page 4, lines 2744].

The act becomes effective October l,1997. (This would be changed presumably to October l,
1ee8).




